n    TREASURY    DEPARTMENT    HNANCIAL    MANAGE 
,-  '         MENT  AND  CHIEF  HNANCIAL  OFHCERS  ACT 
IMPLEMENTATION 

M.G74/7;F  49/9 

Treasury  Departnent  Financial  tlanag. . . 


HEAKING 

BEFORE  THE 

COMMERCE,  CONSUMER,  AND  MONETARY 
AFFAIRS  SUBCOMMITTEE 

OF  THE 

COMMITTEE  ON 

GOVERNMENT  OPERATIONS 

HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  THIRD  CONGRESS 

SECOND  SESSION 


JULY  13,  1994 


Printed  for  the  use  of  the  Committee  on  Government  Operations 


3  i 


U.S.  GOVERNMENT  PRINTING  OFFICE 
85-041  CC  WASHINGTON   :  1994 

For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office.  Washington.  DC  20402 
ISBN  0-16-046429-3 


n    TREASURY    DEPARTMENT    RNANCIAL    MANAGt 

'         MENT  AND  CHIEF  HNANCIAL  OFHCERS  ACT 

IMPLEMENTATION 

4,0  74/7;  F  49/9 

asury  Oepartnent  Financial  Hanag... 

HEARING 

BEFORE  THE 

COMMERCE,  CONSUMER,  AND  MONETARY 
AFFAIRS  SUBCOMMITTEE 

OF  THE 

COMMITTEE  ON 

GOVERNMENT  OPERATIONS 

HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  THIRD  CONGRESS 
SECOND  SESSION 


JULY  13,  1994 


Printed  for  the  use  of  the  Committee  on  Government  Operations 


U.S.  GOVERNMENT  PRINTING  OFFICE 
85-041  CC  WASHINGTON   :  1994 

For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office,  Washington,  DC  20402 
ISBN  0-16-046429-3 


COMMITTEE  ON  GOVERNMENT  OPERATIONS 


JOHN  CONYERS, 
CARDISS  COLLINS,  Illinois 
HENRY  A.  WAXMAN,  California 
MIKE  SYNAR,  Oklahoma 
STEPHEN  L.  NEAL,  North  Carolina 
TOM  LANTOS,  California 
MAJOR  R.  OWENS,  New  York 
EDOLPHUS  TOWNS,  New  York 
JOHN  M.  SPRATT,  JR.,  South  Carolina 
GARY  A.  CONDIT.  California 
COLLIN  C.  PETERSON,  Minnesota 
KAREN  L.  THURMAN,  Florida 
BOBBY  L.  RUSH,  Illinois 
CAROLYN  B.  MALONEY,  New  York 
THOMAS  M.  BARRETT,  Wisconsin 
DONALD  M.  PAYNE,  New  Jersey 
FLOYD  H.  FLAKE,  New  York 
JAMES  A.  HAYES,  Louisiana 
CRAIG  A.  WASHINGTON,  Texas 
BARBARA-ROSE  COLLINS,  Michigan 
CORRINE  BROWN,  Florida 
MARJORIE  MARGOLIES-MEZVINSKY, 

Pennsylvania 
LYNN  C.  WOOLSEY,  California 
GENE  GREEN,  Texas 
BART  STUPAK,  Michigan 


Jr.,  Michigan,  Chairman 

WILLIAM  F.  CLINGER,  JR.,  Pennsylvania 

AL  MCCANDLESS,  California 

J.  DENNIS  HASTERT,  Illinois 

JON  L.  KYL,  Arizona 

CHRISTOPHER  SHAYS,  Connecticut 

STEVEN  SCHIFF,  New  Mexico 

CHRISTOPHER  COX,  Cahfomia 

CRAIG  THOMAS,  Wyoming 

ILEANA  ROS-LEHTINEN.  Florida 

DICK  ZIMMER,  New  Jersey 

WILLIAM  H.  ZELIFF.  JR.,  New  Hampshire 

JOHN  M.  MCHUGH,  New  York 

STEPHEN  HORN,  California 

DEBORAH  PRYCE,  Ohio 

JOHN  L.  MICA,  Florida 

ROB  PORTMAN,  Ohio 

FRANK  D.  LUCAS,  Oklahoma 


BERNARD  SANDERS,  Vermont 
(Independent) 


JUUAN  Epstein,  Staff  Director 
Matthew  R.  Fletcher,  Minority  Staff  Director 


Commerce,  Consumer,  and  Monetary  Affairs  Subcommittee 

JOHN  M.  SPRATT,  Jr.,  South  Carolina,  Chairman 
BOBBY  L.  RUSH,  Illinois  CHRISTOPHER  COX.  California 

MARJORIE  MARGOLIES-MEZVINSKY,  CHRISTOPHER  SHAYS,  Connecticut 

Pennsylvania  STEPHEN  HORN,  California 

BARBARA-ROSE  COLLINS,  Michigan 
GENE  GREEN,  Texas 

Ex  Officio 

JOHN  CONYERS,  JR.,  Michigan  WILLIAM  F.  CLINGER,  JR.,  Pennsylvania 

Theodore  J.  Jacobs,  Staff  Director 

Thomas  S.  KaHN,  Chief  Counsel 

Donald  P.  Tucker,  Chief  Economist 

Stephen  R.  McSpadden,  Senior  Counsel 

Richard  W.  Peterson,  Senior  Counsel 

Faye  Ballard,  Clerk 

JaCQUEHTA  N.  Teal,  Assistant  Clerk 

Doug  Riggs,  Minority  Professional  Staff 


(II) 


CONTENTS 


Page 

Hearing  held  on  July  13,  1994   1 

Statement  of: 

Cesca,  Robert  P.,  Deputy  Inspector  General,  Department  of  the  Treasury  38 

Holloway,  Gregory,  M.,  Associate  Director  for  Civil  Audits,  Accounting 
and  Information  Management  Division,  General  Accounting  Office  ac- 
companied by  Gary  Engel,  Assistant  Director;  Larry  Malenich,  Senior 
Audit  Manager;  and  Robert  Dacey,  Assistant  Director  110 

Munoz,  George,  Assistant  Secretary  for  Management  and  Chief  Financial 
Officer,  Department  of  the  Treasury  accompanied  by  Edward  Verburg, 
Deputy  Chief  Financial  Officer  5 

Murphy,  Gerald,  Fiscal  Assistant  Secretary,  Department  of  the  Treasury: 
Prepared  statement  23 

Spratt,  Hon.  John,  Jr.,  a  Representative  in  Congress  from  the  State 
of  South  Carolina,  and  chairman.  Commerce,  Consumer,  and  Monetary 

Affairs  Subcommittee:  Opening  statement  1 

Letters,  statements,  etc.,  submitted  for  the  record  by: 

Cesca,  Robert  P.,  Deputy  Inspector  General,  Department  of  the  Treasury: 
Prepared  statement  43 

Green,  Hon.  Gene,  a  Representative  in  Congress  from  the  State  of  Texas: 
Prepared  statement  150 

Holloway,  Gregory,  M.,  Associate  Director  for  Civil  Audits,  Accounting 
and  Information  Management  Division,  General  Accounting  OfTice:  Pre- 
pared statement  115 

Munoz,  George,  Assistant  Secretary  for  Management  and  Chief  Financial 

Officer,  Department  of  the  Treasury:  Prepared  statement  9 

Murphy,  Gerald,  Fiscal  Assistant  Secretary,  Department  of  the  Treasury: 
Minutes,  U.S.  Government  Standard  General  Ledger  Board,  March 

23,  1994   96 

Prepared  statement  29 

Sheridan,  Ted,  president,  Sheridan  Management  Corp.,  on  behalf  of  Fi- 
nancial Executive  Institute:  Prepared  statement 153 

Verburg,  Edward,  Deputy  Chief  Financial  Officer,  Department  of  the 
Treasury:  Customs  selectivity  redesign — project  plan — July  28,  1994  74 


(III) 


TREASURY  DEPARTMENT  FINANCIAL  MAN- 
AGEMENT AND  CHIEF  FINANCIAL  OFFICERS 
ACT  IMPLEMENTATION 


WEDNESDAY,  JULY  13,  1994 

House  of  Representatives, 
Commerce,  Consumer,  and 
Monetary  Affairs  Subcommittee 
OF  the  Committee  on  Government  Operations, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:30  a.m.,  in  room 
2247,  Rayburn  House  Office  Building,  Hon.  John  M.  Spratt,  Jr. 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  John  M.  Spratt.  Jr.,  Christopher  Cox, 
Christopher  Shays,  and  Stephen  Horn 

Also  present:  Thomas  S.  Kahn,  chief  counsel;  Donald  P.  Tucker, 
chief  economist;  Stephen  R.  McSpadden,  Senior  counsel;  Richard 
W.  Peterson,  senior  counsel;  Jacquetta  N,  Teal,  assistant  clerk;  and 
Doug  Riggs,  minority  professional  staff.  Committee  on  Government 
Operations. 

OPENING  STATEMENT  OF  CHAIRMAN  SPRATT 

Mr.  Spratt.  Good  morning  to  everybody.  Today,  we  hold  one 
more  in  a  series  of  hearings  on  the  implementation  of  the  Chief  Fi- 
nancial Officers  Act  of  1990. 

Just  2  weeks  ago  we  examined  the  Commerce  Department's 
progress  in  complying  with  the  CFO  Act,  and  over  the  past  15 
months  we  have  held  hearings  to  examine  the  progress  of  the  In- 
ternal Revenue  Service  and  the  Customs  Service  in  complying  with 
the  act.  This  morning,  the  subject  is  the  Department  of  the  Treas- 
ury. 

The  CFO  Act  is  landmark  legislation,  and  the  work  being  done 
in  the  executive  agencies  to  carry  out  its  provisions  and  put  them 
in  place  is  critical  work  in  our  opinion.  This  measure  and  its  expe- 
ditious execution  are  especially  important  to  the  Government  Oper- 
ations Committee  because  we  helped  author  the  bill.  In  fact,  to- 
day's hearing  is  another  in  a  part  of  a  wider  effort  of  the  full  com- 
mittee to  review  the  status  of  the  act  throughout  the  entire  govern- 
ment. 

The  CFO  Act  calls  on  agencies  to  develop  integrated  financial 
management  information  systems,  something  which  most  Federal 
agencies  and  departments  lack  now.  More  specifically,  it  directs 
each  Chief  Financial  Officer  to  develop  a  single  financial  informa- 
tion system  to  assure  that  executive  branch  officials  and  the  Con- 
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gress  both  have  access  to  detailed  cost  information,  integrated  ac- 
counting and  budgeting  information  and  financial  records.  Achiev- 
ing these  standards  is  critical  in  making  the  Federal  Government 
more  efficient,  which  is  an  objective  we  all  share. 

Our  subcommittee  is  particularly  interested  in  the  progress  of 
the  Department  of  Treasury  in  meeting  the  CFO  Act  requirements 
because  Treasury's  management,  financial  records,  accounting  sys- 
tems are  at  the  core  of  the  operations  of  the  Federal  Government. 
Furthermore,  as  we  told  the  Commerce  Department,  your  two  de- 
partments are  the  business  oriented  departments. 

Treasury  even  more  specifically,  has  financial  management  his- 
torically in  the  Federal  Government.  If  you  can't  do  it,  then  we 
don't  have  a  model  of  anyone  else  to  do  it.  And  the  moral  impor- 
tance of  your  getting  it  done — ^getting  it  done  right,  is  more  impor- 
tant than  any  other  institutional  aspect  of  it.  So  it  starts  here,  and 
if  it  is  not  done  well  here  we  can't  expect  to  see  it  done  well 
throughout  the  government. 

The  divisions  of  Treasury — notably  IRS,  Customs,  BATF — collect 
almost  all  the  revenues  of  the  government.  Moreover,  the  Bureau 
of  the  Public  Debt  and  the  Financial  Management  Service,  these 
two  are  part  of  the  Treasury,  manage  the  debt  and  disperse  most 
Federal  payments. 

The  CFO  Act  requires  certain  divisions  of  Treasury  to  comply 
with  the  act  because  there  are  revolving  funds,  there  are  trusts, 
there  are  activities  of  a  substantially  commercial  nature.  Customs 
is  a  good  example. 

At  the  same  time,  the  act  makes  CFO  compliance  discretionary 
for  certain  other  Treasury  bureaus.  For  example,  even  though  the 
act  doesn't  require  the  Financial  Management  Service  to  comply. 
Treasury  has  imposed  CFO  requirements  upon  it. 

Finally,  several  Treasury  bureaus,  like  the  Bureau  of  Public 
Debt,  are  not  yet  integrated  into  the  CFO  Act,  though  Treasury,  we 
understand,  is  laying  plans  at  least  voluntarily  to  bring  them 
under  the  coverage  of  the  act. 

Treasury  plays  an  important  if  not  unique  role,  as  I  said,  in  the 
implementation  of  the  Chief  Financial  Officers  Act.  In  addition  to 
its  own  internal  responsibilities,  you  have  govemmentwide  respon- 
sibilities that  continue  long  after,  part  of  the  institutional  role  of 
the  continuing  impact  of  this  legislation. 

The  law  designates  two  representatives  of  the  Treasury  Depart- 
ment to  sit  on  the  Chief  Financial  Officer  Council:  the  Fiscal  As- 
sistant Secretary,  Mr.  Murphy,  who  is  specifically  designated  by 
statute,  and  the  Chief  Financial  Officer,  Assistant  Secretary 
George  Munoz,  who  is  additionally  designated  by  statute.  We  are 
grateful  that  we  have  both  of  you  here  today  to  testify. 

And  I  am  impressed  by  the  progress  that  Treasury  has  made 
with  the  complying  with  the  act.  Perhaps  no  other  Cabinet  agency 
has  a  better  record  of  success.  We  know  the  challenges  are  enor- 
mous. The  government  is  a  huge  institution.  The  Treasury  has 
shown  a  commitment  in  the  face  of  this  challenge  to  carry  out  the 
CFO  Act,  a  willingness  to  dedicate  the  resources  within  its  Depart- 
ment which  are  necessary  to  meet  the  statutory  requirements. 

The  General  Accounting  Office  will  be  represented  this  morning, 
again,  by  Mr.  Greg  Holloway,  who  has  been  very  helpful  to  us  and 


who  is  a  very  able  member  of  the  GAO.  He  is  the  Director  of  Civil 
Audits,  Accounting  and  Information  Systems  and  has  worked  with 
us  in  the  past.  We  are  glad  to  have  him  here  today.  I  believe  that 
he  is  going  to  have  a  generally  positive  overview  of  Treasury's  per- 
formance so  far. 

But,  despite  your  successes,  there  is  still  serious  problems  that 
remain,  and  that  is  one  reason  for  the  hearing  this  morning. 

The  biggest  problems  are  at  the  Internal  Revenue  Service  and 
Customs,  and  they  are  the  largest  revenue  collectors  for  the  gov- 
ernment, and  we  don't  need  to  have  the  problems  there.  GAO  is 
still  unable  to  express  opinions  on  the  basic  financial  statements  of 
either  Customs  or  IRS.  And,  as  we  said  when  we  held  hearings  as 
to  each  one  of  those  agencies,  if  you  had  a  private  organization  that 
was  listed  on  the  New  York  Stock  Exchange  which  could  not  get 
certified  financial  statements,  all  kinds  of  bells  and  whistles  would 
go  off.  There  would  be  severe  consequences. 

We  rock  on  in  the  Federal  Government,  but  I  don't  think  we 
should  take  this  with  light  indifference  because  it  is  a  matter  of 
considerable  importance  to  us  that  these  two  agencies  which  collect 
the  bulk  of  Federal  revenues  have  the  best  books  we  can  possibly 
provide  for.  Our  subcommittee  is  familiar  with  the  problems  of  both 
agencies. 

One  topic  that  we  wish  to  discuss  with  Robert  P.  Cesca,  the 
Treasury  Deputy  Inspector  General,  is  whether  or  not  it  makes 
sense  for  the  Treasury's  IG  to  assume  GAO's  role  in  auditing  the 
books  of  the  IRS  and  the  Customs.  There  is  a  desire  among  some 
to  migrate  these  audits  out  of  GAO  and  into  the  Inspector  Gen- 
eral's office,  and  we  would  like  to  explore  this  morning  the  advis- 
ability of  doing  that. 

Finally,  we  will  hear  this  morning  from  Ted  Sheridan.  Mr.  Ted 
Sheridan  represents  the  Financial  Executives  Institute  and  is 
president  of  Sheridan  Management  Corp.  This  institute  has  a  long 
pro  bono  involvement  with  the  CFO  Act  which  dates  from  before 
its  passage. 

So  I  have  made  a  rather  long  introductory  statement  just  to  lay 
out  the  course  of  our  hearing  this  morning,  the  witnesses  and  what 
we  expect  from  each.  But  before  turning  to  the  witnesses  for  their 
testimony  let  me  turn  to  our  ranking  member,  Mr.  Chris  Cox,  and 
ask  him  for  his  opening  statement. 

Mr.  Cox.  Thank  you  very  much,  Mr.  Chairman. 

I  want  again  to  congratulate  the  chairman  for  conducting  this 
next  in  a  series  of  our  hearings  on  the  CFO  Act  because  I,  too, 
agree  it  is  of  critical  importance  that  the  Federal  Government  pro- 
vide financial  statements  for  its  own  internal  management  pur- 
poses and  for  the  purposes  of  permitting  evaluation  by  outsiders. 

I  welcome  all  of  our  witnesses  who  are  with  us  today. 

I  note  from  the  testimony  that  the  Department  has  submitted 
that  it  is  not  in  compliance  with  the  CFO  Act,  but  it  is  trying.  Ten 
department  bureaus  are  required  to  be  audited  under  the  CFO  Act, 
and  except  for  IRS,  Customs,  and  the  U.S.  Mint,  each  provided 
auditable  financial  statements  for  fiscal  year  1993.  Unfortunately, 
saying  except  for  IRS  and  Customs,  as  well  as  the  Mint,  is  saying 
a  lot  by  way  of  exception. 


While  Treasury  is  making  progress,  much  remains  to  be  done. 
Both  the  IRS  and  Customs  were  harshly  criticized  in  reports  re- 
leased by  the  Greneral  Accounting  Office  just  this  past  month. 

After  completing  its  comprehensive  review  of  the  Internal  Reve- 
nue Service,  GAO  noted,  and  I  will  quote  very  briefly,  "In  our  opin- 
ion, internal  controls  in  fiscal  years  1993  and  1992  were  not  prop- 
erly designed  and  implemented.  We  were  unable  to  evaluate  and 
test  all  significant  internal  controls  due  to  the  limitations  on  the 
availability  of  supporting  information." 

The  IRS  argues  that  many  of  its  problems  will  be  addressed  by 
the  new  Tax  Systems  Modernization  Program  about  which  this 
subcommittee  has  already  had  hearings.  TSM  is  a  multibillion  dol- 
lar computer  system  that  IRS  proposes  to  acquire  over  the  next 
several  years.  Definitionally,  therefore,  it  is  not  adequate  to  ad- 
dress the  problem  of  compliance  with  the  CFO  Act  which  was 
passed  4  years  ago.  Even  under  the  best  of  circumstances  the  sys- 
tem will  not  be  up  and  running  for  several  years,  and  we  all  know 
how  new  computer  systems  can  create  new  problems  while  solving 
old  ones. 

The  IRS  harshly  punishes  our  constituents  for  even  the  most 
minor  recordkeeping  errors.  It  is  ironic  that  IRS  claims  it  will  take 
5  or  6  or  7  years  more  for  it  to  comply  with  the  CFO  Act.  The  law 
was  passed  4  years  ago,  as  I  said. 

The  situation  at  the  Customs  Service  is  just  as  bleak  if  not  per- 
haps more  bleak.  As  with  IRS,  the  books  are  in  such  a  mess  that 
they  cannot  currently  be  audited  by  the  GAO.  The  extensive  finan- 
cial problems  at  Customs  include  hundreds  of  millions  of  dollars  in 
financial  statement  errors,  billions  of  dollars  in  charges  that  could 
not  be  identified,  financial  statements  that  had  been  artificially  ad- 
justed in  order  to  bring  them  into  balance,  and  inadequately  se- 
cured inventory. 

I  should  add  as  a  footnote  that  in  the  face  of  this.  Secretary 
Bentsen  still  has  not  appointed  an  Inspector  General  for  the  De- 
partment. The  Deputy  Inspector  General,  who  is  with  us  here 
today,  must  therefore  do  the  work  of  two  officials. 

This  problem  will  be  compounded  once  the  IG's  office  takes  over 
the  IRS  financial  audits  from  the  GAO  later  this  year,  and  the  IG 
may  be  tasked  with  auditing  Customs  records  in  the  next  year  or 
two.  Yet  the  Department  still  has  given  no  indication  that  it  plans 
to  appoint  an  IG  at  any  point  in  the  near  future. 

These  are  all  important  issues.  As  I  said  at  the  outset,  address- 
ing them  is  crucial  to  rebuilding  the  American  people's  faith  in  our 
government. 

I  look  forward  to  the  testimony  of  our  witnesses  today  and  again 
thank  the  chairman  for  so  diligently  pursuing  implementation  of 
the  CFO  Act. 

Mr.  Spratt.  Thank  you  very  much,  Mr.  Cox. 

Let's  get  under  way  with  our  hearing  now.  Our  first  witness  will 
be  the  Chief  Financial  Officer  of  the  Treasury,  Mr.  Munoz,  and  the 
floor  is  yours. 

We  have  your  testimony  already.  If  you  would  like  to  summarize 
it,  you  feel  free  to  do  so  because,  if  there  is  no  objection,  we  are 
going  to  incorporate  it  and  make  it  part  of  the  record.  Let  me  say 
as  a  blanket  rule  that  would  be  the  case  with  everyone's  testimony. 


If  there  is  no  objection,  all  of  your  prepared  and  submitted  testi- 
mony is  part  of  the  record. 

STATEMEP^  OF  GEORGE  MUNOZ,  ASSISTANT  SECRETARY  FOR 
MANAGEMENT  AND  CHIEF  FINANCIAL  OFFICER,  DEPART- 
MENT OF  THE  TREASURY,  ACCOMPANIED  BY  EDWARD 
VERBURG,  DEPUTY  CHIEF  FINANCIAL  OFFICER 

Mr.  MuNOZ.  Mr.  Chairman  and  disting^iished  members  of  the 
subcommittee,  good  morning.  I  have  submitted  my  testimony,  and 
I  appreciate  it,  Mr.  Chairman,  that  it  would  be  made  a  part  of  the 
record.  I  would  like,  however,  to  highlight  elements  of  that  testi- 
mony for  your  consideration. 

It  is  my  firm  belief  that  Treasury  has  a  good  story  to  tell.  Over- 
all, implementing  the  CFO  Act  has  been  a  positive  experience,  and 
we  are  proud  of  the  accomplishments  we  have  made.  Treasury  has 
substantially  complied  with  the  provisions  of  the  act.  However,  we 
recognize  that  all  of  us  at  Treasury  have  much  work  to  do  until  we 
can  get  our  goal  of  receiving  unqualified  audit  opinions  for  all 
Treasury  entities. 

I  want  to  emphasize  that  the  Department  of  the  Treasury  has 
been  a  very  enthusiastic  supporter  of  the  CFO  Act  since  the  begin- 
ning, and  we  continue  to  take  many  actions  to  help  insure  full  im- 
plementation of  the  act. 

Soon  after  the  act  was  passed,  we  developed  a  comprehensive 
plan  to  insure  proper  implementation  of  the  act  within  the  Depart- 
ment. In  carrying  out  our  plan,  we  made  organizational  changes, 
revised  many  internal  policy  directives,  consolidated  financial  man- 
agement responsibilities  under  the  Department  CFO,  and  estab- 
lished a  Financial  Management  Council. 

We  also  completed  various  studies  in  key  areas  to  assist  with  our 
implementation  efforts — financial  statement  preparation,  inte- 
grated financial  systems,  financial  reports  filing  procedures  and 
performance  measures.  We  also  developed  a  financial  statement 
model  to  assist  our  bureaus.  The  results  of  those  efforts  have  been 
shared  govemmentwide. 

We  have  been  addressing  CFO  training  needs  through  a  variety 
of  sources  such  as  the  Department's  Center  for  Applied  Financial 
Management,  the  Treasury  Executive  Institute  and  the  George 
Washington  University  Federal  Financial  Management  Program, 
the  Treasury  Inspector  General's  Auditor  Training  Institute  and  ro- 
tational developmental  assignments  in  the  Department's  CFO  orga- 
nization. 

Other  initiatives  we  have  completed  include  the  revision  of  the 
Department's  Accounting  Principles  and  Standards  Manual,  the 
provision  of  guidance  and  financial  support  for  financial  systems 
improvements,  conversion  to  a  common  payroll  system,  the  estab- 
lishment of  a  new  Office  of  Financial  Systems  and  Reports  and  the 
formation  of  the  Financial  Management  Systems  Advisory  Commit- 
tee. 

Another  initiative  we  are  especially  proud  of  is  the  voluntary 
submission  of  the  Bureau  of  Engraving  and  Printing's  auditing  and 
financial  statements  and  CFO  annual  report  several  months  ahead 
of  OMB's  established  schedule.  The  Bureau  completed  this  task 
with  a  quality  submission  which  illustrates  that  this  objective  can 


be  attained  in  bureaus  with  experience  in  producing  annual  finan- 
cial statements. 

Of  course,  one  of  Treasury's  highest  priorities  has  been  improv- 
ing its  financial  management  and  performance.  This  commitment 
will  continue.  Much  has  been  accomplished,  but  much  remains  to 
be  done. 

Mr.  Chairman,  in  your  invitation  letter  you  stated  that  the  sub- 
committee was  very  interested  in  the  status  of  the  Department's 
Financial  Management  Systems  Integration  Study  Team  Report.  I 
am  very  pleased  to  report  to  you  that  Treasury  has  either  com- 
pleted or  is  in  the  process  of  completing,  many  actions  in  response 
to  all  15  recommendations  in  the  report. 

We  have  established  the  Financial  Management  Systems  Advi- 
sory Committee,  reduced  the  number  of  core  financial  management 
systems  used  within  the  Department,  established  financial  man- 
agement systems  standardization  principles  and  completed  a  draft 
requirement  document  for  departmental  data  base.  Three  of  our 
bureaus  will  serve  as  pilots  for  this  data  base  this  fiscal  year.  We 
will  continue  implementing  this  study's  recommendations  in  order 
to  streamline  and  improve  our  financial  management  systems. 

We  are  both  encouraged  and  challenged  by  the  results  of  this 
year's  CFO  Act  audits.  Approximately  $1.2  trillion,  or  80  percent, 
of  the  Department's  total  collections  and  expenditures  were  au- 
dited. This  year's  audit  results  reflect  improvement  in  that  7  of  the 
11  entities  received  unqualified  audit  opinions  as  compared  with 
only  4  out  of  10  in  fiscal  year  1992. 

I  want  you  to  know  that  Treasury  is  very  aware  of  the  three  dis- 
claimers it  received.  The  Internal  Revenue  Service  and  U.S.  Cus- 
toms Service  again  received  disclaimers  of  opinion  on  their  finan- 
cial statements.  Nonetheless,  the  General  Accounting  Office  noted 
significant  efforts  and  progress  by  both  bureaus  toward  resolving 
their  longstanding  financial  management  problems. 

And  the  U.S.  Mint,  while  receiving  a  disclaimer  on  its  fiscal  year 
1993  operating  statements,  received  an  unqualified  opinion  on  its 
statement  of  financial  position.  The  Mint  had  received  an  overall 
disclaimer  for  fiscal  year  1992. 

Actions  to  insure  these  disclaimers  do  not  continue  have  been 
taken  by  Secretary  Bentsen  on  down.  Concerned  with  the  1992  dis- 
claimers, the  Secretary  submitted  the  Department's  fiscal  year 
1993  Federal  Managers  Financial  Integrity  Act  report  to  the  Presi- 
dent and  Congress  with  the  personal  commitment  for  cleaning  up 
the  problems  identified  by  the  General  Accounting  Office. 

Further,  the  Secretary  met  individually  with  the  bureau  heads 
and  CFO's  of  IRS,  Customs,  and  the  Mint  to  personally  deliver  this 
message  and  obtain  the  same  commitment  from  each  bureau. 

While  Treasury  is  pleased  with  the  progress  being  made,  we  real- 
ize that  pervasive  problems  remain  to  be  corrected,  particularly  in 
our  revenue  collection  activities.  Plans  have  been  developed  and 
are  being  implemented  to  remedy  these  problems. 

One  of  the  Department's  highest  financial  management  priorities 
is  to  produce  timely,  useful  financial  statements  which  receive  un- 
qualified audit  opinions.  I  am  working  with  our  bureau  CFO's  to 
achieve  this  objective  as  soon  as  possible. 


We  realize  we  have  our  work  cut  out  for  us.  The  importance  of 
sound  financial  management  practices  and  useful  financial  infor- 
mation have  long  been  neglected  throughout  the  government,  and 
the  resulting  problems  we  face  today  will  not  be  corrected  over- 
night. However,  I  am  confident  that  we  are  making  and  will  con- 
tinue to  make  significant  progress.  The  CFO  Act  is  yielding  many 
positive  results,  not  the  least  of  which  is  simply  the  identification 
of  problems  that  need  fixing. 

Many  of  our  ongoing  initiatives  to  improve  financial  management 
across  the  Department  have  been  previously  discussed.  I  would  like 
to  add  that  we  have  established  a  departmental  CFO  Council  and 
developed  departmentwide  financial  management  priorities.  We  are 
working  to  expand  financial  statement  audit  coverage  to  the  entire 
Department,  pressing  for  positive  change  to  the  govemmentwide 
CFO  Council  and  emphasizing  training  needs. 

Mr.  Chairman,  this  subcommittee  can  be  of  tremendous  assist- 
ance to  the  Department  and  to  all  other  agencies  in  helping  us 
achieve  the  goals  of  the  CFO  Act. 

In  addition  to  your  demonstrated  strong  interest  in  the  CFO  Act 
itself,  I  would  like  to  enlist  your  support  in  several  key  areas.  I 
urge  you  to  carefully  consider  my  discussion  of  these  areas  in  my 
prepared  statement. 

I  believe  we  need  to  maintain  broad  CFO  organizational  struc- 
tures. While  it  might  appear  that  having  responsibility  over  many 
diverse  functional  areas  might  dilute  the  time  for  strictly  CFO  mat- 
ters, in  reality  it  provides  me  with  an  important  leverage  in  im- 
proving the  Department's  financial  management.  This  CFO  setup 
works  well  at  Treasury.  I  am  confident  it  can  work  well  in  other 
agencies. 

We  need  to  emphasize  the  need  for  investing  in  our  financial 
management  infrastructure  now  if  we  want  to  truly  achieve  the 
CFO  Act's  goals  by  sending  a  stronger  message  of  the  need  to  in- 
vest more  in  training  our  financial  managers  so  that  they  can  be- 
come skilled  in  the  new  practices  and  technologies  and  investing 
more  in  financial  systems  so  we  can  fully  utilize  current  and  future 
technological  advancements. 

I  also  request  that  the  subcommittee  endorse  the  new  structure 
of  the  govemmentwide  CFO  Council  and  recognize  the  CFO  Coun- 
cil as  a  vehicle  for  change.  The  Council  recently  adopted  a  new 
structure  that  provides  for  elected  officers,  expanded  membership 
and  other  important  changes.  I  think  a  strong  endorsement  of 
these  changes  by  the  subcommittee  will  provide  the  new  Council 
with  a  greater  impetus  to  strive  for  making  the  concrete  improve- 
ments we  all  want  to  achieve. 

I  also  want  to  clarify  that  Secretary  Bentsen  has  submitted  the 
name  of  Valerie  Lau  for  Inspector  General  and  that  Valerie  Lau 
has  gone  through  her  confirmation  hearings,  but  it  has  not  yet 
gone  through  the  full  floor  for  her  voting,  but  we  hope  to  have  Mrs. 
Lau  with  us  as  soon  as  possible. 

Thank  you,  Mr.  Chairman.  This  concludes  my  remarks  this 
morning.  I  would  be  pleased  to  address  any  questions  you  or  the 
Members  of  the  subcommittee  may  have. 
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Mr.  Spratt.  Thank  you,  Mr.  Secretary.  I  think  we  will  go  on 
with  the  testimony  from  the  full  panel,  and  we  will  put  questions 
to  the  entire  panel. 

[The  prepared  statement  of  Mr.  Munoz  follows:] 


Department  of  the  Treasury 

Statement  of 

George  Munoz 

Assistant  Secretary  (Management)/ 

Chief  Financial  OfTicer 

before  the 

House  Committee  on  Government  Operations 

Subcommittee  on  Commerce,  Consumer  and  Monetary  Affairs 

July  13,  1994 

Mr.  Chainnan  and  Distinguished  Members  of  the  Subcommittee: 

Good  morning.   I  am  pleased  to  be  here  and  have  this  opportunity  to  discuss  the 
experiences  of  the  Department  of  the  Treasury  in  implementing  the  Chief  Financial  Officers 
(CFO)  Act  of  1990.   It  is  my  firm  belief,  that  Treasury  has  a  good  story  to  tell.   Overall,  it 
has  been  a  positive  experience,  and  we  are  proud  of  the  accomplishments  we  have  made. 
Treasury  has  substantially  complied  with  the  provisions  of  the  CFO  Act.    However,  we 
recognize  that  all  of  us  at  Treasury  have  much  work  to  do,  until  we  can  get  to  our  goal  of 
receiving  unqualified  audit  opinions  for  all  Treasury  entities. 

As  you  know,  when  the  CFO  Act  was  first  passed,  it  required  all  revolving  funds  and 
commercial  type  activities  to  be  audited  for  fiscal  year  1991.   Initially,  this  resulted  in  seven 
Treasury  entities  being  audited  for  fiscal  year  1991.   (One  small  fund,  the  Check  Forgery 
Fund,  subsequently  ceased  operations,  and  therefore  was  not  audited  after  FY  1991.) 
Waivers  were  granted  for  the  Internal  Revenue  Service  and  the  U.S.  Customs  Service  for 
preparation  and  audit  of  the  fiscal  year  1991  financial  statements  because  they  were 
specifically  designated  in  the  Act  as  pilots  (due  to  the  revenue  collection  functions)  to  prepare 
agency-wide  financial  statements  for  fiscal  year  1992.     Since  the  initial  seven  audits  of  fiscal 
year  1991,  Treasury  coverage  has  grown  to  eleven  audits  for  fiscal  year  1993. 
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Treasurv's  Support  of  the  CFO  Act 

Treasury's  actions  have  demonstrated  strong  support  of  the  CFO  Act  and  its  intentions 
to  improve  financial  management  practices  and  make  them  more  effective  within  the  Federal 
Government.    Immediately  upon  passage  of  the  Act,  Treasury  took  several  initial  steps  to 
help  ensure  a  successful  implementation  of  the  Act.   For  example,  we: 

•  Developed  an  Implementation  Plan  —  Upon  enactment  of  the  CFO  Act, 
Treasury  prepared  a  CFO  Act  implementation  plan  that  was  approved  by  the 
Office  of  Management  and  Budget; 

•  Ensured  Follow-Through  for  Our  Plan  —  Following  OMB  approval  of 
Treasury's  CFO  Act  implementation  plan,  a  CFO  and  Deputy  CFO  were 
appointed.   Our  originall5q)uty  CFO,  Ed  Verburg,  is  still  in  that  position 
today.   Although  there  have  been  three  CFOs  at  Treasury  since  inception  of 
the  Act,  the  stability  of  the  Deputy  CFO  has  provided  the  continuity  needed  to 
keep  the  momentum  going  for  implementation  of  our  plan; 

•  Transferred  Revenue  Systems  Responsibilities  to  CFO  -  Responsibilities  for 
the  Oversight  of  Treasury's  bureau  specific  revenue  systems,  such  as  the 
Internal  Revenue  Service  and  U.S.  Customs  Service,  were  transferred  from  the 
Fiscal  Assistant  Secretary  to  the  Assistant  Secretary  (Management)/Chief 
Financial  Officer  to  centralize  systems  responsibilities  under  the  Department's 
CFO; 

•  Developed  Plan  for  Department-wide  Coverage  —  The  Department  submitted 
an  action  plan  for  the  preparation  and  subsequent  audit  of  bureau  financial 
statements  for  the  approval  of  the  Office  of  Inspector  General; 
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•  Initiated  Early  GAO  Involvement  -  The  Department's  CFO  wrote  to 
Comptroller  General  Bowsher  requesting  that  an  informal  pilot  project  between 
GAO  and  Customs  be  established  in  1991  —  one  year  ahead  of  what  the  Act 
required  for  Customs  -  to  develop  financial  statements  that  will  not  only  meet 
the  requirements  of  the  Act,  but  wUl  provide  an  example  which  will  be  helpful 
to  other  agencies;  and 

•  Used  the  Department's  Automated  Tracking  System  —  The  Inventory, 
Tracking  and  Closure  Systems  is  used  as  the  basis  for  tracking  the  status  of 
management's  corrective  actions  needed  to  eliminate  the  Inspector  General  and 
General  Accounting  Office  audit  findings. 

Implementation  Actions  at  Treasury 

I  want  to  emphasize  at  every  opportunity  that  the  Department  of  the  Treasury  has 
been  a  very  enthusiastic  supporter  of  the  CFO  Act,  not  only  from  the  beginning,  but  we 
continue  to  methodically  take  many  actions  to  help  ensure  full  implementation  of  the  Act. 
As  I  stated  before,  soon  after  the  Act  was  passed.  Management  developed  a  comprehensive 
plan  to  ensure  proper  implementation  of  the  Act  within  the  Department. 

Some  of  the  more  significant  actions  completed  firom  the  implementation  plan  include: 

•  Made  Organizational  Changes  —  We  realigned  financial  management 
responsibilities  to  conform  to  the  Act's  requirements,  with  particular  emphasis 
on  the  CEO's  responsibility  for  financial  systems  development; 

•  Revised  Many  Internal  Policy  Directives  —  We  consolidated  Department- 
wide  financial  management  responsibilities  under  the  Department's  CFO; 
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Established  a  Financial  Management  CouncU  —  This  group  is  composed  of 
Departmental  and  Treasury  bureau  senior  financial  managers  and 
representatives  from  the  Office  of  Inspector  General.  The  Council's  primary 
function  is  to  address  the  Act's  financial  statement  preparation  and  audit 
issues;  and 

Completed  Substantial  Reports  and  Guidelines  —  Under  the  direction  of  the 
Financial  Management  Council,  Management: 

Performed  an  interagency  survey  of  "lessons  learned"  in  the  financial 
statement  preparation  and  audit  process; 

Performed  an  in-depth  study  of  the  options  available  to  develop  an 
integrated,  Departmentwide  financial  management  system,  which  is  the 
basis  for  ongoing  efforts  in  this  area; 

Performed  a  study  of  financial  report  filing  procedures,  which  includes 
recommendations  on  how  to  ensure  necessary  CFO  review  and  approval 
of  financial  reports; 

Developed  a  Comprehensive  Financial  Statement  Model  to  serve  as 
guidance  for  all  Treasury  entities;  and 

Worked  extensively  with  the  bureaus,  the  Office  of  Management  and 
Budget,  and  many  other  interested  parties,  to  develop  comprehensive, 
meaningful  program  and  financial  performance  measures,  which  we 
will  continue  to  refine. 

The  results  of  these  efforts  have  been  shared  Government-wide  with  all 
Departments  and  agencies. 
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•         Addressed  CFO  Training  Needs  -  The  Department's  CFO  organization  is 
supporting  a  wide  variety  of  financial  management  tnuning  initiatives, 
including: 

Development  of  financial  management  courses  offered  by  the  Center 
for  Applied  Financial  Management  of  the  Financial  Management 
Service; 

Development  of  seminars  conducted  by  the  Treasury  Executive 
Institute; 

Working  with  George  Washington  University  to  develop  a  curriculum 
in  Federal  financial  management; 

Development  of  a  prototype  Departmental  Financial  Management 
Honors  Program; 

Initial  budgetary  support  for  the  Treasury  Inspector  General's  Auditor 
Training  Institute,  which  is  now  self-supporting; 

Active  participation  in  financial  management  conferences  (e.g..  Joint 
Financial  Management  Improvement  Program,  Association  of 
Government  Accountants); 

Rotational  developmental  assignments  in  the  Department's  CFO 
organization;  and 

Working  towards  the  development  of  standard  courses  in  the 
management  controls  area. 
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Additionally,  Treasury  has: 

•  Completely  reyised  and  reissued  the  Department's  Accounting  Principles 
and  Standards  Manual  —  This  manual  provides  Treasury's  bureaus  with 
guidance  in  this  important  area; 

•  Provided  Guidance  and  Financial  Support  for  Financial  Systems 
Improvements  —  We  support  the  use  of  off-the-shelf  financial  system  software 
packages  by  the  bureaus,  which  has  led  to  a  high  level  of  standardization 
throughout  the  Department; 

•  Established  a  New  Office  of  Financial  Systems  and  Reports  —  This  office 
provides  additional  focus  on  the  development  of  an  integrated  Departmentwide 
financial  management  system; 

•  Formed  a  Financial  Management  Systems  Advisory  Committee  —  This 
group  coordinates  the  standardization  of  ancillary  systems  throughout  the 
Department; 

•  Volunteered  to  Submit  an  Audited  Financial  Statement  Several  Months 
Ahead  of  OMB's  Established  Schedule  ~  The  Bureau  of  Engraving  and 
Printiing  completed  this  task  with  a  quality  submission,  which  illustrates  that 
this  objective  can  be  attained  in  bureaus  with  experience  in  producing  annual 
financial  statements; 

•  Converted  All  of  Treasury  to  a  Common  Payroll  System  —  This  was 
accomplished  through  a  cross-servicing  arrangement  with  the  Department  of 
Agriculture; 
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•  Increased  the  Level  of  Departmental  Emphasis  on  Bureau  Five- Year 
Financial  Management  Plans  —  We  have  ensured  that  financial  systems 
projects  are  in  accordance  with  Departmental  goals  and  that  appropriate 
funding  has  been  requested  in  the  bureaus'  budget  submissions;  and 

•  Continued  Our  Emphasis  on  Having  a  Strong  Federal  Managers'  Financial 
Integrity  Act/Management  Control  Improvement  Program  —  This  allows 
the  Department  to  closely  monitor  progress  by  our  bureaus  in  addressing 
identified  deficiencies. 

One  of  Treasury's  highest  priorities  has  been  improving  its  financial  management 
performance.  This  commitment  will  continue.  Much  has  been  accomplished,  but  much 
remains  to  be  done. 

Follow-up  to  the  Department's  System  Integration  Report 

Mr.  Chairman,  in  your  June  15,  1994  invitation  letter  to  me  you  stated  that  the 
Subcommittee  was  very  interested  in  the  status  of  the  Department's  Financial  Management 
Systems  Integration  Study  Team  Report.   I  am  very  pleased  to  report  to  you  that  Treasury 
has  either  completed  or  has  in  process  many  actions  in  response  to  all  15  recommendations  in 
the  report.   Some  of  the  more  significant  actions  we  have  taken  are  as  follows: 

•  Established  the  Financial  Management  Systems  Advisory  Committee  — 

This  group  is  responsible  for  developing  recommendations  on  standardizing 
financial  management  and  revenue  systems; 
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•  Reduced  the  Number  of  Core  financial  Management  Systems  —  We  have 
reduced  the  number  of  core  systems  from  nine  to  four  in  the  last  four  years. 
In  fiscal  year  1989  there  were  9  systems  in  Treasury's  II  bureaus.    In  fiscal 
year  1994  there  are  4  systems  in  Treasury's  12  bureaus.    And  finally,  our  goal 
is  to  be  reached  in  fiscal  year  1996  when  we  intend  to  have  only  2  systems 
within  all  of  Treasury's  12  bureaus; 

•  Completed  a  Draft  Requiranents  Document  for  Departmental  Database  — 

This  document  describes  the  financial  informaticm  requirements  for  our 
Department-wide  integrated  database.   We  will  begin  a  phased-in 
implementation  of  the  Departmental  Database  with  live  data  transfer  from 
three  pilot  bureaus:    (I)  USCS;   (2)  IRS;  and  (3)  ATF  in  September  1994; 

•  Established  Financial  Management  Systems  Standardization  Principles  — 

These  principles  were  jointly  developed  by  the  Departmental  Office  of 
Procurement  and  the  Departmental  Office  of  Information  Systems; 

•  Established  Cross-Servicing  Arrangements  —  We  have  worked  to  increase 
the  utilization  of  cross-servicing  opportunities  between  various  offices  and 
bureaus  within  Treasury   (e.g.,  between  FinCEN  and  the  United  States 
Customs  Service,  the  Office  of  Inspector  General  and  Departmental  Offices, 
and  the  United  States  Savings  Bond  Division  and  the  Bureau  of  Public  Debt) 
for  administrative  accounting  services  using  off-the-shelf  software; 

•  Provided  Support  for  Financial  Systems  Conversion  at  the  Financial 
Management  Service  (FMS)  —  the  bureau  has  elected  to  pursue  a  conversion 
to  one  of  the  two  designated  standard  core  financial  systems  through  a  cross- 
servicing  arrangement  with  its  Center  for  Applied  Financial  Management.   The 
FMS  is  the  seventh  bureau  to  select  FFS  as  its  core  fmancial  system;  and 

•  Selected  a  Standard  Department-wide  Travel  Subsystem. 
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Progress  Made  at  CFO  Act  designated  Treasury  Bureaus 

We  are  both  encouraged  and  challenged  by  the  results  reflected  by  the  results  of  this 
year's  CFO  Act  audits.    Approximately  $1,215  billion,  or  80  percent,  of  the  Department's 
total  collections  and  expenditures  were  audited.   These  audits  represent  100  percent  of  the 
accounts  required  to  be  audited  by  the  CFO  Act.   This  year's  audit  results,  as  shown  below, 
reflect  improvement  in  that  seven  of  the  eleven  entities  received  unqualified  audit  opinions, 
one  received  a  qualified  opinion,  and  three  received  disclaimers  of  opinion.   Comparatively, 
for  fiscal  year  1992,  only  four  entities  received  unqualified  opinions,  two  received  qualified 
opinions,  and  four  received  disclaimers. 

Summarv  of  CFO  Act  Audit  Results 

Fiscal  Year  Audited 
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0 
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Type  of  Audit  Opinion  1221  1222  1222 


Unqualified 
Qualified 
Adverse 
Disclaimer 

Total 


There  are  other  significant  highlights  for  the  year  that  should  be  emphasized.  The 
newly  created  Treasury  Asset  Forfeiture  Fund  received  its  initial  audit  for  fiscal  year  1993, 
and  obtained  an  unqualified  opinion.  The  Bureau  of  Engraving  and  Printing  again 
voluntarily  accelerated  its  financial  statement  preparation  and  audit  processes.   The  Bureau 
completed  its  audited  financial  statements  in  December,  1993,  and  its  entiire  CFO  report  by 
January  30,  1994.   This  accomplishment  was  lauded  by  0MB  as  a  model  for  other  Federal 
entities. 
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I  want  you  to  know  that  Treasury  is  very  aware  of  the  three  disclaimers  it  received. 
The  Internal  Revenue  Service  and  U.S.  Customs  Service  again  received  disclaimers  of 
opinion  on  their  financial  statements.   Nonetheless,  the  General  Accounting  Office  noted 
significant  efforts  and  progress  by  both  bureaus  toward  resolving  their  long  standing  financial 
management  problems  by  installing  new  core  financial  management  systems  and  addressing  a 
host  of  other  concerns  identified  during  GAO's  fiscal  year  1992  audits.   In  fact,  from  all  of 
the  CFO  Act  related  GAO  audit  reports  for  fiscal  year  1992  on  Customs  and  IRS,  significant 
activity  can  be  measured  by  the  number  of  actions  taken.   Customs  has  a  total  of  60  GAO 
recommendations  of  which  35,  or  58  percent,  have  been  either  completed  or  action  is  in 
progress.    IRS  has  a  total  of  44  GAO  recommendations  of  which  22,  or  50  percent,  have 
been  either  completed  or  action  is  in  progress.   And,  finally,  the  U.S.  Mint,  while  receiving 
a  disclaimer  on  its  fiscal  year  1993  operating  statements,  received  an  unqualified  opinion  on 
its  statement  of  financial  position. 

Actions  to  ensure  these  disclaimers  do  not  continue  have  been  taken  by  the  Secretary 
of  the  Treasury  on  down.   Concerned  with  the  disclaimers  that  were  received  for  fiscal  year 
1992,  the  Secretary  submitted  to  the  President  and  Congress  the  Department's  fiscal  year 
1993  Federal  Managers'  Financial  Integrity  Act  Report  with  a  commitment  for  cleaning  up 
the  problems  and  a  plan  of  corrective  actions  to  ensure  that  adequate  internal  controls  are  in 
place  over  their  financial  management  systems  not  later  than  three  years  from  now.   Further, 
the  Secretary  met  in  early  1994  with  the  Bureau  Heads  and  CFOs  of  ERS,  Customs  and  the 
U.S.  Mint  to  personally  deliver  this  message  and  obtain  the  same  commitment  from  each 
bureau. 

While  Treasury  is  pleased  with  the  progress  being  made,  we  realize  that  pervasive 
problems  remain  to  be  corrected,  particularly  in  our  revenue  collection  activities.   Plans  have 
been  developed  and  are  being  implemented  to  remedy  these  problems;  one  of  the 
Department's  highest  financial  management  priorities  is  to  produce  timely,  useful  financial 
statements  which  receive  unqualified  audit  opinions.   I  am  working  with  our  bureau  CFOs  to 
achieve  this  objective  as  soon  as  possible. 
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Problems  encountered  with  Implementing  the  Act 

Overall,  we  have  not  experienced  any  major  problems  implementing  the  CFO  Act.   Some  of 
the  obstacles  we  have  been  working  to  overcome  are  listed  below: 

•  Antiquated  financial  management  systems; 

•  Lack  of  experience  in  preparing  CFO  type  financial  statements; 

•  Development  of  meaningful  performance  measures;  and 

•  Lack  of  appreciation  for  financial  and  programmatic  performance  data  on  the  part  of 
program  managers. 

We  believe  we  are  making  progress  in  overcoming  all  of  these  obstacles. 

Treasury's  Plan  for  the  Future 

We  realize  we  have  our  work  cut  out  for  us.   The  importance  of  sound  financial  management 
practices  and  useful  financial  information  have  long  been  neglected  throughout  the  Federal 
Government,  and  the  resulting  problems  we  face  today  will  not  be  awrected  overnight. 
However,  I  am  confident  that  we  are  making,  and  will  continue  to  make,  significant 
progress.   The  CFO  Act  is  yielding  many  positive  results,  not  the  least  of  which  is  simply 
the  identification  of  problems  that  need  fixing.   Many  of  our  ongoing  initiatives  to  improve 
financial  management  across  the  Department  have  been  previously  discussed.   The  additional 
initiatives  described  below  will  help  us  go  a  long  way  towards  realizing  the  goals  of  the  CFO 
Act. 


• 
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•         Established  a  Departmental  CFO  Council  -  We  created  a  Departmental  CFO 
Council,  effective  July  1,  1994.   I  am  the  chairperson  of  this  Council,  which  is 
composed  of  our  bureaus'  CFOs.  This  Council  ensures  that  the  Department's  financial 
management  goals  and  expectations  are  clearly  communicated  throughout  the 
Department,  and  provides  an  additional  forum  for  the  discussion  of  current  financial 
management  topics  and  problem  resolution. 


Developed  Department-wide  Financial  Management  Priorities  —  Working  through 
our  Departmental  CFO  Council  described  above,  we  will  be  striving  to  accomplish 
these  priorities  over  the  next  few  years.   These  priorities  include  the  upgrading  of  our 
financial  systems  so  they  can  produce  timely,  useful,  auditable  information  throughout 
the  Department. 

Expand  Financial  Statement  Audit  Coverage  —  In  order  to  provide  expanded  audit 
coverage  of  all  our  activities,  we  are  currently  planning  to  have  financial  statement 
audits  of  the  Bureau  of  Alcohol,  Tobacco  and  Firearms  and  the  Bureau  of  the  Public 
Debt,  and  to  then  have  the  remaining  Treasury  entities  participate  in  this  endeavor. 
Our  goal  is  to  prepare  Department-wide  financial  statements  for  fiscal  year  1996. 

Work  for  Positive  Change  Through  the  CFO  Council  —  I  am  serving  as  the 
Executive  Vice-chair  of  the  Government-wide  CFO  Council.   In  this  capacity,  I  will 
ensure  that  the  Department's  financial  management  goals  and  practices  will  also 
satisfy  the  financial  information  needs  of  all  interested  parties;  and 

Emphasize  Training  Needs  —  As  described  above,  we  need  to  continue  our  efforts 
toward  the  development  of  standard,  comprehensive  financial  management  training. 
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Recommendations  to  the  Subcommittee 

Mr.  Chairman,  this  Subcommittee  can  be  of  tremendous  assistance  to  the  Department,  and  to 
all  other  agencies,  in  helping  us  achieve  the  goals  of  the  CFO  Act.   In  addition  to  your 
demonstrated  strong  interest  in  the  CFO  Act  itself,  I  would  like  to  enlist  your  support  in  the 
following  key  areas: 

•         Maintain  Broad  CFO  Organizational  Structures  —  Besides  the  traditional  CFO 
type  functions,  I  have  many  other  responsibilities  as  Treasury's  Assistant  Secretary 
(Management)/CFO  -  budget  formulation,  personnel,  procurement,  and  information 
resources  management,  to  name  a  few.   The  day-to-day  responsibilities  in  these  areas 
are  handled  by  my  capable  Deputies.   While  it  might  appear  that  having  responsibility 
over  all  these  functional  areas  might  dilute  the  time  I  have  for  strictly  CFO  matters, 
in  reality  it  provides  me  with  important  leverage  in  improving  the  Department's 
financial  management.   I  am  able  to  exercise  control  over  formulating  financial 
management  budget  requests,  attracting  and  retaining  qualified  financial  managers, 
obtaining  the  necessary  contractual  support  for  accounting  and  auditing  services,  and 
developing  appropriate  financial  management  systems. 

In  a  mature  fmancial  management  environment,  having  a  narrowly  focused  CFO 
could  probably  work  well  and  allow  things  to  continue  running  smoothly.   However, 
we  are  not  there  yet.   Until  we  are,  I  think  bold  measures  are  needed.   Having  CFOs 
with  broad  organizational  responsibilities,  recognized  authority,  and  clear  access  to 
the  agency  head  is  necessary  to  give  financial  management  improvement  the  clout  it 
needs  to  move  forward  and  provide  the  proper  support  for  managing  the  government's 
programs.   This  CFO  set  up  works  well  at  Treasury  - 1  am  confident  it  will  work  at 
other  agencies. 
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•  Emphasize  the  Need  for  Investing  in  Our  Future  —  We  need  to  invest  in  our 
financial  management  infrastructure  now  if  we  want  to  truly  achieve  the  CFO  Act's 
goals.   There  needs  to  be  a  stronger  message  sent  that  we  need  to  invest  more  in 
training  our  fmancial  managers  so  they  can  become  skilled  in  the  new  practices  and 
technologies,  and  invest  more  in  financial  systems  so  we  can  fully  utilize  current  and 
future  technological  advancements.   The  pace  of  change  in  both  areas  continues  to 
increase,  and  we  must  increase  our  rate  of  change  accordingly. 

•  Endorse  the  New  Structure  of  the  Government-wide  CFO  Council  —  The  Council 
recently  adopted  a  new  structure  that  provides  for  elected  officers,  expanded 
membership,  and  other  important  changes.   I  think  a  strong  endorsement  of  these 
changes  by  the  Subcommittee  would  provide  the  new  Council  with  a  greater  impetus 
to  strive  for  making  the  concrete  improvements  we  all  want  to  achieve. 

•  Recognize  the  CFO  Council  as  a  Vehicle  for  Change  —  The  endorsement  requested 
above  would  be  especially  supportive  if  it  recognized  the  key  role  the  new  Council 
can  fill  as  an  authoritative  body  for  conducting  studies,  initiating  improvements,  and 
making  recommendations  to  the  Executive  and  Legislative  Branches.    This  would  give 
extra  creditability  to  the  Council  as  a  true  vehicle  for  change. 

Thank  you,  Mr.  Chairman.   This  concludes  my  prepared  remarks.   1  would  be  pleased  to 
address  any  questions  you  or  the  Members  of  the  Subcommittee  may  have. 
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Mr.  Spratt.  The  next  witness  is  Fiscal  Assistant  Secretary  Ger- 
ald Murphy.  Mr.  Murphy. 

STATEMElSrr  OF  GERALD  MURPHY,  FISCAL  ASSISTANT 
SECRETARY,  DEPARTME>rr  OF  THE  TREASURY 

Mr.  Murphy.  Thank  you,  Mr.  Chairman.  I  will  submit  my  full 
statement  for  the  record  and  just  give  you  a  little  shorter  version. 

The  Chief  Financial  Officers  Act  recognized  Treasury's  unique 
govemmentwide  financial  responsibilities  by  making  the  Fiscal  As- 
sistant Secretary  a  statutory  member  of  the  CFO  Council.  The  act 
also  created  a  departmental  CFO  so  Treasury  does  have  two  mem- 
bers on  the  CFO  Council. 

My  govemmentwide  responsibilities  include  managing  the  gov- 
ernment's cash  and  the  Federal  debt,  disbusing  most  Federal  pay- 
ments, maintaining  the  Grovernment's  central  summary  accounting 
system,  and  preparing  govemmentwide  financial  reports.  We  also 
provide  some  financial  services,  advice  and  assistance  to  Federal 
program  agencies.  These  activities  are  carried  out  by  the  Financial 
Management  Service  and  the  Bureau  of  the  Public  Debt  which  both 
report  to  me. 

It  is  the  govemmentwide  focus  that  differentiates  my  role  from 
the  Treasury  CFO,  and  it  is  also  why  the  fiscal  service  works  very 
closely  with  the  Office  of  Management  and  Budget  and  their  Office 
of  Federal  Financial  Management. 

The  respective  roles  of  Treasury  and  0MB  I  would  like  to  just 
touch  on.  Both  Treasury  and  0MB  have  central  financial  agencv 
responsibilities,  and  it  is  essential  that  these  two  agencies  work 
closely  together  to  this  end. 

A  memorandum  of  understanding  has  been  developed  to  clarify 
Treasury  and  OMB's  respective  roles  and  responsibilities  relating 
to  the  establishment  of  financial  policies  and  procedures.  This  draft 
document  has  been  reviewed  by  the  CFO  Council  as  recommended 
by  the  National  Performance  Review,  and  the  document  is  now 
ready  to  send  forward  to  Secretary  Bentsen  and  Acting  Director 
Rivlin  for  approval. 

The  OMB's  Office  of  Federal  Financial  Management,  of  course,  is 
responsible  for  assuring  the  successful  implementation  of  the  CFO 
Act.  In  fulfilling  that  responsibility,  they  provide  overall  direction 
and  leadership  to  the  executive  branch,  defining  the  strategy  for 
improved  financial  management  govemmentwide  in  a  5-year  finan- 
cial management  plan  that  is  required  by  law.  They  also  coordinate 
with  the  CFO  Council  on  financial  policies  and  procedures. 

The  Fiscal  Service  of  the  Treasury  is  responsible  for  the  Govern- 
ment's fiscal  policy  and  operations  in  the  management  of  the 
Treasury,  the  money.  Treasury  establishes  policies  and  procedures 
in  those  areas  necessary  to  carry  out  its  statutory  requirements  for 
Treasury  management  and  coordinates  with  the  CFO  Council  and 
0MB  in  all  matters  that  affect  govemmentwide  financial  manage- 
ment. In  those  areas  in  which  Treasury  provides  direct  support  to 
0MB,  assisting  them  in  implementing  the  CFO  Act — 0MB  speci- 
fies the  objectives  and  the  priorities. 

The  Financial  Management  Service  has  quite  a  number  of 
projects  which  are  all  intended  to  support  the  CFO  Act.  I  will  men- 
tion just  a  couple  of  them.  We  are  very  active  in  cash  management, 
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in  credit  management,  in  debt  collection,  working  on  government- 
wide  financial  systems.  There  is  quite  an  array  of  initiatives. 

A  couple  of  the  key  ones,  though,  that  support  the  CFO  Act — the 
first  one  is  the  Standard  General  Ledger,  which  the  Financial  Man- 
agement Service  maintains.  A  common  general  ledger  is  a  key  in- 
gredient for  any  large  organization  that  seeks  to  obtain  meaningful 
financial  information  on  a  consistent  basis. 

As  the  lead  agency  in  the  Standard  General  Ledger  implementa- 
tion, FMS  is  responsible  for  maintaining  a  uniform  set  of  accounts, 
definitions,  transactions,  and  report  crosswalks  that  all  Federal 
agencies  use  to  report  accounting  events  and  their  status.  Full  im- 
plementation of  the  Standard  General  Ledger  govemmentwide  will 
help  ensure  that  all  accounting  events  are  captured  and  reported 
consistently.  The  standards  and  discipline  imposed  allow  hundreds 
of  financial  systems  to  work  together  to  produce  useful  information. 

Mr.  Spratt.  Could  you  suspend  a  second?  We  have  to  decide 
what  we  want  to  do  about  going  to  make  this  vote.  We  want  to 
hear  your  testimony. 

Mr.  Murphy.  That  is  quite  all  right. 

Mr.  Spratt.  Go  ahead.  We  are  going  to  go  until  we  hear  the  5- 
minute  bell.  We  will  run  over  and  get  back  as  quickly  as  we  can. 
Excuse  me  for  interrupting. 

Mr.  Murphy.  I  would  just  conclude  this  item  by  mentioning  that 
the  importance  of  the  work  on  the  Standard  General  Ledger  can 
probably  best  be  understood  if  you  look  at  the  context  in  which  it 
occurs. 

There  is  a  3-step  process.  In  step  one,  the  Federal  Accounting 
Standards  Advisory  Board  recommends  accounting  standards.  In 
step  two,  0MB  prepares  the  form  and  content  guidance  that  speci- 
fies the  formats  for  the  financial  statements.  And  in  step  three,  the 
Standard  General  Ledger  Board  approves  the  accounts  and  the 
treatment  that  support  those  statements. 

We  have  had  from  the  beginning  a  desire  that  every  Standard 
General  Ledger  account  produce  the  data  required  for  the  individ- 
ual line  items  on  the  financial  statements,  and  we  get  agency  input 
through  an  issues  resolution  committee  which  meets  fi^equently 
and  debates  issues.  Agency  concerns  are  voiced  and  considered,  and 
a  consensus  is  obtained.  That  is  a  very  critical  step.  We  have  an 
agency  buy  in  then  when  we  set  up  these  accounts. 

Unfortunately,  the  Standard  General  Ledger  was  not  imple- 
mented very  rapidly  in  some  of  the  agencies.  There  is  evidence  now 
that  the  benefits  of  this  standardization  are  being  realized  by  the 
agencies,  and  a  lot  of  progress  is  being  made  to  actually  incorporate 
the  Standard  General  Ledger  into  agency  accounting  systems.  Prior 
to  that,  agencies  had  old  systems,  and  they  used  a  crosswalk  to 
prepare  standard  financial  reports. 

All  of  this  has  made  possible  a  new  technique  for  us  to  collect 
data  from  the  agencies.  That  initiative — we  use  an  acronym  called 
FACTS — that  stands  for  the  Federal  Agencies  Centralized  Trial 
Balance  System,  and  all  this  is  is  an  effort  to  be  able  to 
telecommunicate  data  right  out  of  an  agency  accounting  system, 
just  a  listing  of  the  account  balances  which  we  can  then  use  to  pre- 
pare statements  at  various  levels. 
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It  will  be  a  much  more  eflficient  method  than  what  we  used  to 
use  which  were  hard  copy  reports  which  were  paper  intensive  and 
time  consuming  and  somewhat  error  prone  as  well.  Recently  we 
have  used  telecommunication  to  transmit  standard  format  data 
which  automated  the  transmission. 

But  for  the  agencies,  because  they  have  multiple  accounting  sys- 
tems to  draw  the  information  from,  they  had  to  manually  prepare 
the  information  to  telecommunicate. 

This  is  not  just  an  abstract  idea.  It  is  real,  and  it  is  here  right 
now.  We  are  providing  detailed  hands  on  training  to  agencies  next 
month. 

The  trial  balances  covering  the  fiscal  year  1994  activity  are  due 
to  us  via  this  new  system  by  March  1,  1995.  We  will  be  preparing 
significant  portions  of  our  consolidated  financial  statement  for  the 
entire  U.S.  Government  from  this  information. 

In  summary,  FACTS  offers  increased  efficiency  in  the  collection 
of  financial  data,  better  flexibility  and  utility  of  the  data.  But, 
again,  the  Standard  General  Ledger  is  the  key  to  making  it  pos- 
sible. 

Another  area  where  we  have  worked  closely  with  0MB  to  sup- 
port their  mission  of  implementing  the  CFO's  Act  is  in  the  credit 
reform  area,  and  the  Credit  Reform  Act  of  1990  represents  a  major 
legislative  change  that  required  extensive  revamping  of  accounting 
and  reporting.  We  worked  closely  with  0MB  in  the  implementation 
of  credit  reform,  including  the  development  of  detailed  credit  infor- 
mation necessary  to  support  OMB's  form  and  content  reporting, 
0MB  considers  our  illustrative  case  studies  as  part  of  the  official 
guidance  for  agencies. 

We  have  conducted  many  classes  for  agency  personnel  on  this 
subject — intense  4-day  sessions  which  give  attendees  the  detailed 
knowledge  of  how  to  do  the  credit  reform  accounting. 

We  have  also  developed  a  reporting  system  for  0MB  to  collect 
the  data  they  need  on  the  credit  programs. 

Another  topic  I  would  like  to  just  touch  on  is  the  setting  of  ac- 
counting standards. 

As  you  know,  the  Federal  Accounting  Standards  Advisory  Board 
was  created  by  the  Comptroller  General,  the  Secretary  of  the 
Treasury,  and  the  Director  of  0MB  through  a  memorandum  of  un- 
derstanding [MOU]  in  October  1990.  Treasury  was  a  party  to  the 
MOU.  I  personally  participated  in  the  drafting  of  that  document. 

I  am  the  Secretary's  representative  on  that  Board,  and  I  also 
serve  on  the  administrative  steering  committee  for  the  FASAB 
Board  which  reviews  the  performance  of  the  staff,  handles  the 
budget  for  the  FASAB  and  resolves  any  issues  to  try  to  get  the 
standards  issued  in  a  timely  fashion. 

It  is  probably  difficult  for  me  to  overstate  the  importance  of  hav- 
ing in  place  a  comprehensive  set  of  accounting  standards  for  the 
Federal  Government.  Treasury  is  pleased  to  be  one  of  the  Board 
sponsors. 

The  CFO  Act,  of  course,  contemplated  the  existence  of  accounting 
standards  which  agencies  would  follow. 

The  Board  has  also  fostered,  I  think,  a  level  of  cooperation  by  the 
central  agencies  and  an  involvement  by  Federal  program  agencies 
in  standard  setting  that  did  not  exist  before  creation  of  the  Board, 
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Before  the  Board  was  set  up,  critics  felt  that  there  was  inadequate 
due  process,  that  they  didn't  have  input  into  the  setting  of  the 
standards. 

The  FASAB,  while  it  has  been  in  existence  now  for  a  bit  over  3 
years — it  started  operation,  I  believe,  in  January  1991 — ^follows  a 
due  process  procedure  which  is  somewhat  time  consuming,  but  we 
feel  it  is  going  to  pay  off  in  the  long  run. 

The  National  Performance  Review  recommended  that  cost  ac- 
counting standards  be  issued  by  the  end  of  calendar  year  1994.  We 
are  working  on  that  project  right  now.  We  may  have  an  exposure 
draft  out  in  a  month  or  so.  We  have  a  hearing  scheduled  for  early 
October  on  that  subject,  and  we  think  we  can  meet  that  target  of 
releasing  that  standard  by  December  1994. 

The  National  Performance  Review  also  recommended  that  a  com- 
prehensive set  of  standards — a  complete  set  be  issued  by  the  end 
of  March  1995,  and  we  have  several  projects,  several  standards, 
that  are  about  ready  to  go  out  in  exposure  draft  now.  We  have 
three  more  that  we  are  working  on  to  release  in  the  fall.  And  we 
think  that  the  spring  of  1995  is  probably  a  target  that  we  can 
reach. 

The  last  item  I  just  wanted  to  touch  upon,  and  I  will  try  to  be 
brief — I  did  want  to  mention  our  governmentwide  financial  report- 
ing responsibilities.  We  have  a  number  of  statutory  reporting  re- 
sponsibilities, and  they  cover  a  variety  of  financial  matters,  but  you 
can  break  them  down  into  two  categories. 

One  category  includes  cash  basis  reports,  budget  results,  and  ap- 
propriation data.  The  second  category  is  to  cover  the  government's 
assets  and  liabilities,  and  its  revenues  and  expenses  on  an  accrual 
basis. 

Our  cash  basis  reports  deal  with  cash-flows  and  budget  results. 
They  provide  the  official  receipt  and  outlay  and  deficit  numbers  for 
the  Federal  Grovernment  and  report  the  Treasury  cash  position  and 
the  Federal  debt.  We  accumulate  these  data  through  a  unified  sys- 
tem of  accounts,  our  central  summary  accounting  system,  which  we 
believe  provides  a  high  degree  of  integrity  and  reliability. 

We  produce  a  daily  Treasury  statement  which  is  a  summary  of 
all  the  cash  coming  in  to  the  Government's  accounts  and  all  the 
cash  going  out  on  a  dailv  basis.  That  report  is  available  in  one  day. 
It  is  available  the  next  day. 

We  have  a  monthly  Treasury  statement.  Again,  that  is  the  report 
which  publishes  the  official  budget  results  for  the  Federal  Govern- 
ment, and  that  is  published  on  the  15th  workday. 

Mr.  Spratt.  We  have  got  4^2  minutes  left,  so  we  have  got  to 
hurry  over  to  vote.  We  will  let  you  wrap  it  up  when  we  come  back. 

Mr.  Murphy.  I  am  just  about  there,  sir.  Thank  you. 

[Recess  taken.] 

Mr.  Spratt.  Mr.  Murphy,  sorrv  for  the  interruption,  but  we  will 
return  to  your  testimony.  The  floor  is  yours  again,  you  can  wrap 
up. 

Mr.  Murphy.  Fine.  Thank  you  very  much,  Mr.  Chairman. 

As  I  had  mentioned,  our  cash  basis  reports — I  mentioned  the 
Daily  Treasury  Statement  which  is  sort  of  like  a  bank  statement. 
That  also  shows  our  cash  position  and  the  debt  position  subject  to 
the  statutory  ceiling.  Our  Monthly  Treasury  Statement,  is  the  offi- 
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cial  report  on  budget  results,  receipts,  outlays,  surplus,  or  deficit. 
That  is  a  major  economic  indicator  report. 

We  also  have  the  annual  report  and  an  appendix  to  that  annual 
report.  This  is  required,  I  believe,  by  the  Act  of  1894.  It  shows,  at 
a  summary  level,  the  results  for  each  appropriation  and  fund  ac- 
count in  the  Federal  Government.  The  appendix  gives  all  the  de- 
tail, account  by  account,  and  it  shows  the  receipts  and  outlays  what 
all  other  reports  must  tie  to. 

In  addition,  we  have  a  monthly  statement  of  the  public  debt 
which  provides  the  detailed  data  on  the  type  of  public  debt  securi- 
ties outstanding — ^Treasury  bills,  notes,  bonds,  savings  bonds,  ev- 
erything. 

We  also  publish  a  quarterly  Treasury  Bulletin  which  contains  a 
variety  of  information  on  Treasury  issues,  financial  operations, 
international  statistics,  special  reports  on  liabilities  and  financial 
commitments,  information  on  the  trust  funds,  et  cetera. 

We  also  have  a  proposed  annual  accountability  report  to  the  citi- 
zens. This  is  something  that  the  National  Performance  Review  rec- 
ommended. It  would  be  a  new  publication,  and  we  envision  that 
initially  it  may  be  primarily  a  cash  based  report  on  Grovernment  re- 
ceipts, expenditures,  investments  and  some  of  the  more  immediate 
contingent  liabilities.  The  report  will  be  formatted  in  a  very  simple, 
easy  to  understand  manner,  and  we  are  looking  into  its  distribu- 
tion both  in  electronic  form  and  in  printed  form.  The  target  for  that 
first  report  is  June  1995. 

Now  we  also  have  a  second  category  of  reports  which  include  ac- 
crual information,  and  that  area  can  be  traced  back  to  the  Budget 
and  Accounting  Procedures  Act  of  1950.  The  act  gave  recognition 
to  the  importance  of  accrual  type  information,  and,  as  a  result. 
Treasury  began  to  collect  asset  and  liability  information  on  busi- 
ness activities  back  in  the  1950's. 

Ironically,  as  a  footnote,  I  might  add,  I  believe  it  was  the  House 
Government  Operations  Committee  that  approached  us  seeking 
some  information  on  govemmentwide  assets,  and  so  that  was  one 
of  the  reasons  why  we  started  trying  to  compile  information  on  as- 
sets and  liabilities. 

We  extended  the  concept  of  reporting  assets  and  liabilities  to 
other  governmental  activities  in  the  1960's,  and  in  the  1970's  we 
developed  a  set  of  prototype  consolidated  financial  statements  for 
the  Federal  Government  as  a  whole.  That  publication  was  first  pro- 
duced in  1976  and  covered  fiscal  years  1975  and  1974. 

The  current  prototype  statement,  like  its  predecessors,  provides 
mostly  unaudited  information  received  from  executive,  legislative, 
and  judicial  branch  agencies  on  assets,  liabilities  and  operations  on 
the  accrual  basis.  But  that  is  the  forerunner  to  providing  more 
complete  and  accurate  financial  information  based  on  the  stand- 
ards that  are  now  being  set  by  the  Federal  Accounting  Standards 
Advisory  Board  and  based  on  tne  audited  financial  statements  that 
agencies  are  now  providing. 

This  statement  serves  as  a  focal  point  to  identify  some  of  the  con- 
cerns we  have  about  financial  issues.  In  the  past,  it  has  focused  at- 
tention on  receivables  that  weren't  being  collected,  the  bad  debt  ex- 
perience in  some  agencies,  problems  in  terms  of  inventories  and  li- 
abilities relating  to  pensions  and  contingencies. 
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The  last  report  is  the  proposed  audited  consolidated  financial 
statement  for  the  Federal  Grovernment.  The  report  is  currently 
under  development.  It  is  a  joint  effort  led  by  Treasury,  working 
closely  with  0MB  and  GAO,  and  its  objective  is  to  capture  the  spir- 
it of  reinvention  in  line  with  the  National  Performance  Review's  re- 
cent recommendation  to  produce  an  audited  governmentwide  state- 
ment by  fiscal  year  1997. 

The  foundation  for  that  effort  is  going  to  be  the  agencies  audited 
data  that  they  use  to  produce  their  financial  statements,  and,  con- 
sequently, the  ability  of  agencies  to  produce  such  statements  on  a 
timely  basis  is  critical  for  our  producing  the  governmentwide  state- 
ment. The  comprehensive  set  of  accounting  standards  being  in 
place  is  also  critical  to  that  effort. 

Mr.  Chairman,  this  concludes  my  remarks,  and  I  would  be  happy 
to  answer  any  questions  after  the  other  witnesses  testify. 

Mr.  Spratt.  Thank  you  very  much,  Mr.  Murphy. 

[The  prepared  statement  of  Mr.  Murphy  follows:] 
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STATEMENT  OF  GERALD  MURPHY 

Fiscal  Assistant  Secretary 

Department  of  the  Treasury 

Before  The  House  Goverivment  Operations 

Subcommittee  on  Commerce,  Consumer,  and  Monetary  Affairs 

U.  S.  House  of  Representatfves 

July  13, 1994 

Implementation  of  the  Chief  Financul  Officers  Act 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  pleased  to  appear  today  to  discuss 
matters  involving  the  implementation  of  the  Chief  Financial  Officers  (CFO)  Act. 

THE  ROLE  OF  THE  HSCAL  ASSISTANT  SECRETARY  REGARDING  THE  CFO 
ACT 

The  Act  recognized  Treasury's  unique  govemmentwide  fiscal  responsibilities  by  making  the 
Fiscal  Assistant  Secretary  (FAS)  a  statutory  member  of  the  CFO  Council.  The  Act  also  created 
a  departmental  CFO  with  duties  similar  to  other  agency  CFOs.  Therefore,  Treasury  has  two 
statutory  members  on  the  CFO  Council. 

The  FAS'  govemmentwide  responsibilities  include  managing  the  Government's  cash  and  federal 
debt,  disbursing  most  federal  payments,  maintaining  the  Government's  central  accounts, 
preparing  govemmentwide  financial  reports,  and  providing  financial  services,  advice,  and 
assistance  to  agencies.  These  activities  are  carried  out  by  the  Financial  Management  Service 
(FMS)  and  the  Bureau  of  the  Public  Debt  which  both  report  to  the  FAS. 

It  is  the  govemmentwide  focus  that  differentiates  the  FAS  role  from  Treasury's  CFO.  It  is  also 
why  we  work  so  closely  with  OMB's  Office  of  Federal  Financial  Management  (OFFM)  in 
implementing  the  CFO  Act. 

THE  RESPECTFVE  ROLES  OF  TREASURY  AND  OMB  REGARDING  THE  CFO 
ACT 

Both  Treasury  and  OMB  have  central  financial  agency  responsibilities  and  it  is  essential  that 
these  two  agencies  work  together  closely.  To  this  end  a  Memorandum  of  Understanding  (MOU) 
has  been  developed  to  clarify  Treasury's  and  OMB's  respective  roles  and  responsibilities  relating 
to  the  establishment  of  financial  policies  and  procedures.  This  draft  document  has  been 
reviewed  by  the  CFO  Council,  as  recommended  by  the  National  Performance  Review,  and  is 
now  ready  to  send  forward  to  the  Secretary  and  OMB  Director  for  approval. 

The  OFFM  is  responsible  for  assuring  the  successful  implementation  of  the  CFO  Act.  In 
fulfilling  this  responsibility,  OFFM  provides  overall  direction  and  leadership  to  the  Executive 
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branch  on  financial  management  matters  by  establishing  financial  management  policies  and 
requirements.  It  defines  the  strategy  for  the  improved  financial  management  in  a 
govemmentwide  5-year  financial  management  plan  that  0MB  is  required  by  law  to  prepare 
annually  after  obtaining  input  from  the  CFOs  of  the  23  departments  and  major  agencies.  It  seeks 
advice  and  coordination  from  the  CFO  Council  on  financial  management  policies  and 
procedures.  It  undertakes  activities  to  fulfill  other  Administration  objectives  to  improve  financial 
management. 

The  Fiscal  Service  of  the  Treasury  is  responsible  for  the  government's  fiscal  policy  and 
operations  in  the  management  of  the  Treasury  of  the  United  States  (as  described  above  in  the 
discussion  of  the  FAS'  role).  Treasury  establishes  policies  and  procedures  in  those  areas 
necessary  to  carry  out  its  statutory  requirements  for  Treasury  management  and  coordinates  with 
the  CFO  Council  and  0MB  in  all  matters  that  affect  govemmentwide  financial  management.  In 
those  areas  in  which  Treasury  provides  direct  support  for  implementing  financial  management 
policy  pertaining  to  the  CFO  Act,  0MB  specifies  objectives  and  priorities. 


FMS  PRO.TECTS  SUPPORTING  THE  CFO  ACT 

In  general,  with  respect  to  implementing  the  CFO  Act,  OMB  sets  policy  and  Treasury  provides 
enabling  support.  Some  functions  Treasury  has  undertaken  to  fulfill  its  support  role  include— 

The  U.  S.  Standard  General  Ledger  (SGL)  -  A  common  general  ledger  is  a  key  ingredient  for 
any  large  organization  that  seeks  to  obtain  meaningful  information  from  its  financial  systems. 
As  the  lead  agency  in  SGL  implementation,  FMS  is  responsible  for  maintaining  a  uniform  chart 
of  accounts,  definitions,  transactions,  and  report  crosswalks  that  all  federal  agencies  use  to 
record  and  report  accounting  events  and  their  status.  Full  implementation  of  the  SGL 
govemmentwide  will  help  ensure  that  all  accounting  events  are  captured  and  recorded 
consistently.  The  standards  and  discipline  imposed  by  the  SGL  allow  hundreds  of  financial 
systems  to  work  together  to  produce  useful  information.  All  these  measures  aid  in  the  accurate 
measurement  and  comparison  of  program  results  and  help  move  toward  the  objectives  of  the 
CFO  Act. 

The  importance  of  the  work  on  SGL  can  best  be  understood  if  one  looks  at  the  context  in  which 
it  occurs.  There  is  a  three-step  process.  In  step  1,  the  Federal  Accounting  Standards  Advisory 
Board  (FASAB)  recommends  standards.  In  step  2,  OMB  prepares  the  Form  and  Content 
guidance  which  specifies  financial  statement  formats.  In  step  three,  the  SGL  Board  approves 
accounts  and  treatments  which  support  the  statements.  The  SGL  Staff  has  had  from  the  beginning 
a  desire  to  be  able  to  produce  every  line  of  the  Form  and  Content  financial  statements  from  SGL 
accounts.  Agency  input  for  step  three  is  obtained  through  the  Issues  Resolution  Committee. 
Issues  are  debated,  agency  concems  are  voiced  and  considered.  Consensus  is  obtained.  Step 
three  is  critically  important.  The  goals  of  the  CFO  Act  are  of  little  value  if  the  accounting  and 
reporting  required  of  agencies  cannot  be  done.  The  process  which  FMS  oversees  ensures  that 
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it  can  be  done. 

The  SGL  has  not  been  implemented  rapidly  in  the  agencies.  However,  there  is  evidence  that  the 
benefits  of  standardization  are  being  recognized.  The  move  toward  standardization  is  also  being 
boosted  by  an  important  FMS  initiative,  Federal  Agencies  Centralized  Trial  Balance  System 
(FACTS). 

FACTS  -  FACTS  represents  an  innovative  way  for  agencies  to  transmit  their  financial  data  to 
FMS,  and  gives  FMS  new  ways  to  present  the  information. 

By  law  the  Secretary  of  the  Treasury  is  required  to  prepare  govemmentwide  financial  reports 
for  the  President,  the  Congress,  and  the  public.  These  reports  are  prepared  for  the  Secretary  by 
the  Financial  Management  Service. 

The  Financial  Management  Service  maintains  a  Central  Accounting  and  Reporting  System  (cash 
basis)  to  record  govemmentwide  data  at  a  summary  level.  FMS  relies  on  each  agency  to  provide 
supporting  detail  and  proper  classification  of  this  data.  For  many  years  the  information  supplied 
by  the  federal  agencies  was  through  hard  copy  financial  reports.  In  the  early  1980's  these  reports 
were  replaced  by  electronic  submissions  of  agency  reports.  Our  electronic  systems  eliminated 
thousands  of  supporting  documents  monthly.  Now  FACTS  will  provide  the  next  advance  in  our 
collection  and  dissemination  of  data. 

In  the  past,  federal  reporting  entities  have  prepared  a  set  of  financial  statements  (accrual  basis) 
and  forwarded  them  to  FMS  where  they  are  consolidated  and  prepared  for  publishing.  Each 
entity  prepared  a  balance  sheet,  operating  statement,  cash  flow  statement,  and  a  statement  which 
reconciled  expenditures  and  expenses.  For  about  the  last  ten  years,  these  statements  have  been 
telecommunicated  to  FMS  electronically.  They  are  loaded  into  a  database  where  they  can  be 
analyzed  and  from  which  reports  are  generated.  The  major  criticism  of  this  system  is  the  reports 
prepared  by  the  reporting  entities  must  be  compiled  manually.  Often  the  data  which  makes  up 
these  reports  comes  from  many  different  systems  which  do  not  communicate  with  each  other. 
The  process  of  compiling  the  reports  is  labor  intensive,  tedious,  inconsistent,  and  error-prone. 
The  integrity  of  the  information  provided  by  this  system  has  been  challenged  on  these  grounds. 

With  the  increasing  implementation  of  the  SGL  in  the  agencies,  a  much  improved  system 
becomes  possible.  "Standard"  is  the  key  word.  With  the  SGL,  agencies  across  government 
identify  certain  accounts  in  the  same  way.  Because  of  this  standardization,  it  is  possible  to 
retrieve  the  actual  account  balances  right  out  of  the  agencies'  accounting  systems,  eliminating 
the  need  for  manually  compiled  reports.  Because  of  this  standardization,  agencies  are  able  to 
write  computer  programs  which  more  fully  automate  the  transmission  of  financial  data  to  FMS. 

FACTS  is  the  system  FMS  is  developing  to  allow  this  streamlined  data  flow.  Rather  than  send 
to  FMS  a  set  of  financial  statements  as  they  have  in  the  past,  agencies  will  send  sets  of  trial 
balances  based  on  Standard  General  Ledger  accounts.  FMS  will  combine  and  consolidate  these 
trial  balances  and  prepare  meaningful  reports  from  them.  The  Consolidated  Financial  Statement 
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4 
of  the  U.  S.  Government  (CFS)  will  be  the  first  FACTS  output. 

FACTS  offers  the  following  advantages: 

♦ 
It  will  streamline  the  process  of  getting  financial  data  from  the  agencies  to  FMS. 

♦ 

The  standardization  and  discipline  imposed  by  FACTS  will  increase  the  integrity  of  the 
data  supplied,  and  make  audits  substantially  less  difficult. 

♦ 

FACTS  will  provide  additional  incentives  for  agencies  to  move  toward  implementation 
of  the  SGL. 

♦ 

FACTS  is  efficient.  As  long  as  output  reports  are  based  upon  the  SGL,  any  report  can 
be  formatted  by  FMS  in  a  central   location,  and  need  not  be  formatted  over  and  over. 

FACTS  is  not  an  abstract  dream.  It's  here  now.  Workshops  have  been  held  to  prepare  agency 
reporters  for  FACTS.  Detailed,  hands-on  training  will  take  place  in  August.  Trial  balances 
covering  FY  94  activity  are  due  to  FMS,  via  FACTS,  by  March  1,  1995.  Significant  portions 
of  the  Consolidated  Financial  Statement  for  FY  94  will  be  prepared  from  FACTS  data. 
Successful  tests  over  the  past  few  months  with  pilot  agencies  have  proven  that  the  concept  is 
sound  and  that  FACTS  will  perform  as  planned. 

In  summary,  FACTS  offers  increased  efficiency  in  the  collection  of  financial  data,  and  better 
flexibility  and  utility  in  the  presentation  of  financial  information.  The  Standard  General  Ledger 
is  the  key  that  allows  us  to  move  forward  with  FACTS. 

Credit  Reform  -  The  Credit  Reform  Act  of  1990  represents  a  major  legislative  change  that 
required  extensive  revamping  of  accounting  and  reporting.  FMS  has  worked  closely  with  0MB 
on  the  implementation  of  Credit  Reform  including  developing  the  detail  credit  information 
necessary  to  support  0MB' s  Form  and  Content  reporting.  0MB  considers  the  FMS  illustrative 
case  studies  on  Credit  Reform  to  be  part  of  the  official  guidance. 

FMS  has  conducted  seven  classes  for  agency  personnel  on  Credit  Reform.  These  are  intense, 
four-day  sessions  which  give  attendees  the  details  of  credit  reform  accounting.  They  are  taught 
by  FMS'  best  Credit  Reform  people,  the  same  people  who  developed  the  Credit  Reform  case 
studies  and  the  Credit  Reform  information  required  by  0MB' s  Form  and  Content. 

FMS  also  developed  the  SF  143  Report  on  Credit  Reform,  and  collects  the  data  for  0MB 
through  a  special  SF  143  application  on  the  Government  On-Line  Accounting  Link  System. 
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FMS  personnel  have  made  numerous  presentations  to  professional  organizations  and  conferences 
on  Credit  Reform  and  have  participated  in  joint  workshops,  workgroups,  and  committees.  They 
continue  to  work  closely  with  0MB  personnel  as  Credit  Reform  continues  to  evolve. 


SETTING  ACCOUNTING  STA^fDARDS 

Approved  in  October,  1990,  the  Federal  Accounting  Standards  Advisory  Board  (the  Board)  is 
the  creation  of  the  Comptroller  General,  the  Director  of  0MB,  and  the  Secretary  of  the 
Treasury.  The  Board  exists  pursuant  to  an  MOU  among  these  three  principal  executives  of  the 
Federal  Government  and  has  the  mission- 

"...to  recommend  accounting  standards  to  the  Joint  Financial  Management  Improvement 
Program  (JFMIP)  principals  after  considering  the  financial  and  budgetary  needs  of 
congressional  oversight  groups,  executive  agencies  and  the  needs  of  other  users  of 
financial  information." 

Treasury  is  a  party  to  the  MOU,  which  prescribes  procedures  to  be  followed  in  setting  Federal 
Government  accounting  standards  and  the  composition  and  operation  of  the  Board.  Principles 
and  standards  provide  a  frame  of  reference  for  resolving  accounting  issues.  As  such,  they 
constitute  the  foundation  upon  which  reporting  standards  and  systems  standards  rest.  It  is 
difficult  to  overstate  the  importance  of  having  in  place  a  comprehensive  set  of  accounting 
standards  for  the  Federal  Government.  Treasury  is  pleased  to  be  one  of  the  Board  sponsors.  (The 
CFO  Act  contemplates  the  existence  of  accounting  principles  and  standards  with  which  federal 
agency  accounting  and  reporting  systems  must  comply.) 

Pursuant  to  the  MOU,  the  Board  is  comprised  of  nine  members  who  are  intended  to  provide  a 
broad  perspective  into  the  unique  but  diverse  accounting  and  reporting  needs  of  the  Federal 
Government.  Currently,  the  Board  includes  one  member  from— 


GAO. 

0MB. 

Treasury. 

The  Congressional  Budget  Office. 

The  Department  of  Defense. 

The  Department  of  the  Interior. 

Additionally,  there  are  three  non-federal  members  with  extensive  financial  experience  in  both 
the  private  and  public  sectors.  These  Board  members  meet  monthly  to  study,  review,  discuss, 
analyze  and  suggest  a  more  useful  or  meaningful  approach  to  accomplish  accounting  and 
reporting  in  federal  agencies.  Board  members  commit  some  of  their  agencies'  resources  and 
much  personal  time  to  supporting  the  Board's  mission,  and  have  taken  an  active  role  to  identify 
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and  to  prioritize  the  standards  that  should  be  considered.  Also,  Board  members  have  led  or 
participated  in  task  forces  and  study  groups  to  research  selected  issues  in  greater  depth  and  have 
encouraged  greater  involvement  by  others  in  the  Federal  standard  setting  process.  The  three 
principals  provide  financial  and  other  resources  to  support  a  full-time  professional  staff  for  the 
Board.  The  staff  is  under  the  direction  of  a  full-time  executive  director. 

The  Board  has  fostered  a  level  of  cooperation  by  the  central  financial  agencies  and  an 
involvement  by  federal  program  agencies  in  the  standard  setting  process  that  did  not  exist  in 
years  past.  Before  the  Board  was  established,  critics  felt  there  was  inadequate  "due  process"  and 
minimal  opportunity  for  preparers  and  users  of  financial  reports  to  affect  the  standards  setting 
process.  Now  there  is  a  formal  procedure  that  gives  all  interested  parties  an  opportunity  to 
comment  on  exposure  drafts  before  standards  are  finalized. 

The  Board  follows  a  multi-step  process  in  considering  accounting  standards. 

1.  There  is  an  initial  identification  of  accounting  issues  by  the  Board  and  agreement 
about  the  standard-setting  agenda  by  Board  members.  The  Board's  agenda  is  a  dynamic,  ever- 
evolving  program. 

2.  There  are  preliminary  deliberations  until  members  are  satisfied  that  issues  are 
Understood  and  properly  considered,  with  extensive  solicitation  of  advice  and  comments  from 
the  Federal  financial  management  community  and  nonfederal  parties. 

3.  The  background,  applicable  circumstances,  suggested  changes,  and  Board  views 
are  reduced  to  writing  in  the  form  of  issue  papers  and  discussion  memoranda. 

4.  If  necessary,  these  Board  documents  are  released  to  the  public  for  comment. 
Responses  are  evaluated,  and  follow-ups  are  made  with  those  contributing  comments. 

5 .  After  further  deliberations  the  Board  issues  proposed  standards  in  the  form  of  an 
exposure  draft  for  comment  and  discussion  at  a  public  hearing. 

6.  At  the  conclusion  of  this  process,  the  Board  reaches  a  consensus  (at  least  a 
majority  vote)  and  recommendations  are  finalized. 

When  the  Board  completes  its  deliberations,  its  recommended  standards  are  forwarded  to  JFMIP 
principals.  After  approval  by  the  three  key  financial  management  principals,  the  standards  are 
published  by  the  Comptroller  General  and  the  Director  of  OMB. 

Since  the  Board's  inception,  federal  agency  financial  managers  have  focused  on  accounting 
standards  to  a  degree  not  seen  in  decades.  Excellent  exchanges  have  occurred  between  the  Board 
and  agency  officials  through  responses  to  Board  issuances,  appearances  at  Board  hearings,  and 
special  briefings  on  technical  issues. 


35 


The  process  implemented  by  the  Board  in  1991  and  supported  by  the  three  key  financial 
management  JFMIP  principals  gives  every  indication  of  being  accepted  by  those  expected  to 
ultimately  implement  Federal  accounting  standards. 


GOVERNMENTWroE  FINANCIAL  REPORTING 

Treasury's  Fiscal  Service  presendy  issues  a  number  of  govemmentwide  financial  reports  to  meet 
its  statutory  reporting  responsibilities.  All  reports  the  Fiscal  Service  prepares  are  directed  at  the 
specific  fulfillment  of  financial  management  needs  of  users.  The  Treasury  reports  cover  a  broad 
spectrum  of  activities.  Reports  prepared  can  be  divided  into  two  categories-  Category  1  -  Those 
directed  at  cash-based  budget  results  and  the  appropriation  process.  Category  2  -  Those  that 
address  the  Government's  assets  and  liabilities  and  accrual-based  information  beyond  current 
cash  needs. 

Cash  Basis  Budget  Reports 

The  majority  of  Treasury's  reports  deal  with  the  cash-based  budget  and  its  results  (Category  1). 
These  reports  are  intended  to  provide  critical  information  on  receipts  and  outlays  and  the  status 
of  our  cash  position.  This  data  is  accumulated  through  a  unified  system  of  accounts.  It  provides 
information  on  federal  cash  flows,  borrowing,  and  budget  results  in  a  manner  that  reflects  a  high 
degree  of  integrity  and  reliability  associated  with  such  activities.  These  reports  are— 

♦ 

The  Daily  Treasury  Statement  -  This  publication  provides  summary  data  on  Treasury's 
cash  and  debt  operations  for  the  Federal  Government.  It  is  the  direct  output  of  Treasury's  cash 
position  management  function.  This  function  directly  supports  the  financing  and  long-range  cash 
forecasting  responsibilities  as  well  as  daily  policy  decisions  regarding  Treasury's  cash  balance 
at  the  Federal  Reserve  and  its  12  District  Banks. 

♦ 

The  Monthly  Treasury  Statement  of  Receipts  and  Outlays  of  the  United  States 
Government  (MTS)  -  This  publication  provides  Federal  budget  results,  including  receipts  and 
outlays  of  funds,  the  surplus  or  deficit,  and  the  means  of  financing  the  deficit  or  application  of 
the  surplus.  It  is  constructed  to  follow  the  classification  and  format  of  the  Budget.  This  linkage 
between  the  MTS  and  the  budget  supports  the  control  of  Government  receipts  and  outlays  by 
continually  providing  a  comparison  of  actual  budget  amounts.  It  is  considered  a  major  economic 
indicator  report. 

♦ 
The  United  States  Government  Annual  Report  and  Appendix  (The  Annual  Report)  - 

The  Annual  Report  presents  budgetary  results  at  the  summary  level.  The  Appendix  presents  the 
individual  receipt  and  appropriation  accounts  at  the  detail  level.  The  Appendix  is  recognized  as 
the  official  publication  of  the  details  of  receipts  and  outlays  with  which  all  other  reports 


36 


8 
containing  similar  data  must  be  in  agreement.  The  Appendix  is   used  by— 

The  Congressional  Budget  Office  (in  serving  the  needs  of    Congress). 

0MB  (in  reviewing  the  President's  budget  programs). 

GAO  (in  performing  its  audit  activities). 

The  various  departments  and  agencies  of  the  Government  in  reconciling  their 
accounts. 

The  general  public  (in  continually  reviewing  the  operation    of  their  government). 

♦ 

The  Monthly  Statement  of  the  Public  Debt  of  the  United  States  -  This  publication 
provides  detailed  data  on  the  type  of  public  debt  securities  outstanding  and  on  the  statutory  debt 
limit. 

♦ 

The  Treasury  Bulletin  -  This  publication  contains  a  variety  of  information  on  Treasury 
issues,  Federal  financial  operations,  international  statistics,  and  special  reports,  such  as 
Liabilities  and  Other  Financial  Commitments  of  the  U.S  Government,  and  the  activities  of  the 
major  trust  funds.  The  report  also  is  the  only  source  for  the  most  up-to-date  information  on 
capital  movement.  Because  of  this,  it  is  highly  regarded  by  investment  houses  as  the  principal 
source  of  key  data  needed  to  plot  financial  models  pertaining  to  key     investment  strategies. 

♦ 

Annual  Accountability  Report  to  the  Citizens  -  This  publication  is  a  new  document 
that  keys  off  of  the  recommendations  contained  in  the  National  Performance  Review.  It  is 
envisioned  as  initially  being  a  cash-based  report  on  the  Government's  receipts,  expenditures, 
investments,  and  the  more  immediate  impact  of  certain  contingent  liabilities  on  its  finances.  The 
report  will  be  formatted  in  a  simple,  easy-to-understand  manner.  Distribution  in  both  electronic 
mode  and  printed  form  are  being  investigated  as  vehicles  for  the  first  release,  which  is  targeted 
for  June  1995. 


Financial  Reports 

This  area  of  reporting  can  be  traced  to  the  Budget  and  Accounting  Procedures  Act  of  1950.  This 
Act  gave  recognition  to  the  importance  of  accrual-type  information.  As  a  result.  Treasury  began 
to  collect  asset  and  liability  information  on  business  activities  of  the  Government  in  the  mid 
1950's.  The  concept  spread  to  operations  in  general  by  the  1960's,  when  it  became  more  widely 
recognized  that  full  disclosure  required  a  broader  base  to  assess  the  results  of  agency  operations 
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in  order  to  implement  the  1950  Act  fully. 

♦ 

Consolidated  Financial  Statements  of  the  United  States  Government  -  This  publication 
was  first  produced  in  late  1976  and  covered  fiscal  years  1975  and  1974.  The  1992  prototype 
consolidated  financial  statement,  like  its  predecessors,  provides  mostly  unaudited  information 
received  from  the  Executive,  Legislative,  and  Judicial  Branches  about  federal  government  assets, 
liabilities,  and  operations  on  the  accrual  basis.  It  is  a  forerunner  to  providing  more  complete  and 
accurate  financial  information  on  an  accrual  basis  in  line  with  standards  now  in  the  process  of 
development  by  the  FASAB.  It  serves  as  a  focal  point  for  beginning  to  identify  areas  of 
financial  management  interest.  In  the  past  these  have  included  accounts  and  loans  receivable, 
their  collections  and  bad  debt  treatment,  inventories,  and  liabilities  in  line  with  pensions  and 
contingencies  reporting. 

♦ 

Audited  Consolidated  Financial  Statements  -  This  report  is  currently  under 
development  as  a  joint  effort  led  by  Treasury  with  OMB  and  GAO  support.  Its  objective  is  to 
capture  the  spirit  of  reinvention  in  line  with  the  National  Performance  Review's  recent 
recommendation  to  produce  an  audited  govemmentwide  consolidated  financial  statement  by  FY 
97.  The  foundation  for  this  effort  will  be  agencies'  audited  data  used  to  produce  agency  audited 
financial  statements.  Consequently,  the  ability  of  the  agencies  to  produce  audited  statements  on 
a  timely  basis  is  critical  to  producing  the  govemmentwide  audited  consolidated  financial 
statements. 

Thank  you,  Mr.  Chairman.  This  concludes  my  formal  remarks.  I  will  be  happy  to  respond  to 
any  questions. 
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Mr.  Spratt.  Let's  turn  now  to  complete  the  panel's  testimony, 
Mr.  Robert  P.  Cesca,  who  is  the  Deputy  Inspector  GJeneral  for  the 
Treasury  Department. 

STATEMENT  OF  ROBERT  P.  CESCA,  DEPUTY  INSPECTOR 
GENERAL,  DEPARTMENT  OF  THE  TREASURY 

Mr.  Cesca.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  pleased 
to  appear  before  you  today  to  discuss  the  implementation  of  the 
Chief  Financial  Officers  Act.  The  act  is  a  very  significant  piece  of 
legislation  that  is  having  a  profound  effect  on  financial  manage- 
ment throughout  the  Federal  Government  and  the  manner  in 
which  financial  activities  are  being  audited  by  the  Inspector  Gren- 
eral. 

The  Department  has  fully  met  its  obligations  to  produce  audited 
financial  statements  for  the  entities  specified  by  the  act.  Secretary 
Bentsen  has  stated  his  personal  commitment  to  assuring  that  the 
Department  of  the  Treasury  both  obtains  unqualified  opinions  on 
all  its  financial  statements  as  quickly  as  possible  as  well  as  setting 
the  standard  for  financial  management  excellence. 

The  Department  has  a  qualified  and  committed  Chief  Financial 
Officer,  Mr.  George  Munoz,  and  each  bureau  has  established  its 
own  Chief  Financial  Officer.  These  CFOs  are  focusing  their  atten- 
tion on  improving  the  financial  management  throughout  the  Treas- 
ury Department. 

The  impetus  for  improved  financial  management  and  greater  at- 
tention to  financial  auditing,  both  within  the  Department  and  gov- 
ernmentwide,  has  clearly  been  the  CFO  Act.  The  act  required  an- 
nual audited  financial  statements  of  certain  entities  within  the  De- 
partment, some  of  the  more  significant  including  the  Internal  Reve- 
nue Service,  the  U.S.  Customs  Service,  the  U.S.  Mint,  the  Bureau 
of  Engraving  and  Printing,  to  name  just  a  few. 

The  requirement  to  prepare  and  subject  the  statements  to  audit 
has  significantly  improved — and  in  fact  in  some  cases  introduced — 
financial  accounting  reporting  and  management  practices  and  pro- 
cedures. Whether  it  was  the  discipline  needed  to  prepare  audited 
statements  or  the  improvements  identified  by  the  audits  them- 
selves, there  is  no  denying  that  financial  management  has  im- 
proved within  the  Department.  As  evidenced  by  the  audit  reports 
on  the  IRS  and  Customs,  while  much  more  needs  to  be  done, 
progress  is  being  made. 

Clearly  the  act  has  also  impacted  the  way  the  Office  of  Inspector 
General  approaches  financial  statement  audits.  Having  partici- 
pated in  the  implementation  of  the  act  and  having  worked  with  the 
General  Accounting  Office  on  the  most  recent  audits  of  IRS  and 
Customs,  we  have  gained  a  better  appreciation  for  the  impact  and 
magnitude  of  these  audits.  We  better  appreciate  how  CFO  audits 
can  pull  together  in  one  report,  information  from  separate  audits 
in  order  to  evaluate  the  financial  management  of  an  agency.  We 
are  also  more  sensitive  to  the  linkages  between  financial  state- 
ments and  program  performance  measures. 

I  would  like  to  take  a  moment  and  acknowledge  the  contributions 
made  by  the  General  Accounting  Office.  GAO's  work  in  the  Depart- 
ment has  resulted  in  identifying  many  significant  areas  of  improve- 
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ment  in  the  two  largest  Treasury  bureaus — the  Internal  Revenue 
Service  and  Customs.  The  Department  has  gained  a  tremendous 
benefit  by  their  involvement. 

In  addition,  as  an  auditor,  I  appreciate  the  magnitude  and  com- 
plexity of  these  two  audits,  and  I  congratulate  GAO  for  the  iob  it 
did.  We  have  benefited  by  having  the  opportunity  to  work  with  the 
General  Accounting  Office  on  its  most  recent  audits  and  are  better 
positioned  now  to  perform  the  Customs  audit. 

Mr.  Chairman  in  your  June  15,  1994,  letter  inviting  me  to  tes- 
tify, you  asked  that  I  address  the  following  issues  which  are  of  par- 
ticular interest  to  the  committee.  I  would  like  to  cite  what  those 
issues  are  and  then  I  will  elaborate  on  them  further. 

What  has  been  the  Department's  progress  in  implementing  the 
CFG  Act  requirements? 

What  problems  is  the  Department  encountering  in  integrating 
the  CFG  Act  requirements  with  requirements  based  on  other  laws 
applicable  to  financial  management? 

What  plans  and  preparations  are  in  place  for  migrating  the  IRS 
and  Customs  CFG  audits  from  the  General  Accounting  Gffice  to  the 
Gffice  of  Inspector  General? 

And  what  strategy  is  there  for  committing  sufficient  Gffice  of  In- 
spector General  staff  resources  to  the  Customs  and  IRS  CFG  audits 
in  light  of  other  audit  priorities? 

With  respect  to  the  first  issue — what  progress  has  been  made  in 
implementing  the  CFG  Act— the  Department  of  the  Treasury  has 
made  steady  and  effective  progress  in  implementing  the  CFG  Act. 
The  act  required  that  trust  and  revolving  funds  and  all  commercial 
like  activities  have  financial  statements  prepared  and  that  they  be 
subject  to  audit.  In  addition,  the  act  specifically  identified  the  In- 
ternal Revenue  Service  and  the  Customs  Service  as  pilot  agencies, 
for  which  agencywide  financial  statements  be  prepared  and  au- 
dited. 

As  a  result,  the  Department  initially  identified  nine  entities  sub- 
ject to  the  act.  Subsequently,  two  other  entities  were  added  to 
bring  the  total  to  11. 

Therefore,  beginning  with  fiscal  year  1992  and  continuing  with 
fiscal  year  1993,  the  Department  has  met  its  obligation  to  produce 
audited  financial  statements  for  the  11  entities  specified  by  the  act. 
Approximately  $1.2  trillion — or  80  percent  of  Treasury's  total  col- 
lections and  expenditures — is  subject  to  audit.  Additionally,  more 
than  $11.5  billion — or  90  percent — of  the  Department's  total  oper- 
ating budget  was  audited  for  fiscal  year  1993. 

Significant  financial  statement  audit  activity  has  been  accom- 
plished in  the  Department.  The  two  largest  bureaus,  IRS  and  Cus- 
toms, have  had  their  fiscal  year  1992  and  fiscal  year  1993  financial 
statements  audited  by  GAG  with  assistance  in  fiscal  year  1993  by 
our  office  and  the  IRS'  Gffice  of  the  Chief  Inspector.  The  other  nine 
CFG  audits  have  been  accomplished  by  CPA  firms  contracted  for 
either  by  the  GIG  or  the  audited  entity,  but  in  all  cases  with  over- 
sight provided  by  the  Gffice  of  Inspector  General. 

In  addition  to  what  has  already  been  accomplished,  the  Depart- 
ment has  set  a  goal  of  preparing  departmentwide  financial  state- 
ments for  fiscal  year  1996.  In  order  to  accomplish  this  goal,  we  are 
working  with  the  Department  to  have  audited  fiscal  year  1995  fi- 
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nancial  statements  for  the  Bureau  of  the  Public  Debt  and  the  Bu- 
reau of  Alcohol,  Tobacco  and  Firearms. 

As  a  result  of  the  financial  statement  audits,  the  need  for  signifi- 
cant improvement  in  some  of  the  largest  Treasury  financial  oper- 
ations have  been  identified.  GAO  was  unable  to  express  opinions 
on  the  reliability  of  either  IRS'  or  Customs'  financial  statements 
due  to  the  lack  of  reliable  supporting  information. 

In  addition,  GAO  observed  that  internal  controls  were  not  prop- 
erly designed  and  implemented  to  effectively  safeguard  assets  to 
provide  a  reasonable  basis  for  determining  material  compliance 
with  laws  and  regulations  or  to  assure  that  there  were  no  material 
misstatements  in  the  principal  financial  statements.  However,  as  a 
result  of  its  fiscal  year  1993  audits,  GAO  reported  that  both  IRS 
and  Customs  took  important  steps  to  address  the  problems  GAO 
had  identified. 

Similarly,  our  fiscal  year  1992  audit  of  the  Mint  identified  prob- 
lems with  the  Mint's  financial  operations  that  resulted  in  a  dis- 
claimer of  opinion  due  to  material  weaknesses  identified  in  the 
Mint's  internal  control  structure,  specifically  as  fund  structure,  fi- 
nancial system  and  financial  statement  preparation  processes.  The 
most  recent  audit  of  the  Mint,  however,  showed  that  substantial 
progress  was  being  made  to  address  and  correct  these  matters. 

Treasury  is  making  progress  toward  achieving  Secretary  Bent- 
sen's  goal  of  meeting  the  requirements  of  the  act  and  achieving  un- 
qualified opinions.  Implementing  the  necessary  improvements 
won't  be  easy;  however,  the  commitment  to  improve  is  apparent. 

Issue  No.  2,  what  problems  have  been  encountered  in  integrating 
CFO  Act  requirements  with  other  financial  management  require- 
ments? 

The  Department  is  working  to  integrate  the  various  financial 
management  requirements  of  the  Federal  Managers'  Financial  In- 
tegrity Act  of  1982,  the  Government  Performance  and  Results  Act 
of  1993,  0MB  circular  A-127  "Financial  Management  Systems," 
and  other  related  financial  management  requirements  into  a  cohe- 
sive program. 

The  Department  has  routinely  considered  the  results  of  the  fi- 
nancial statement  audits  conducted  as  part  of  the  CFO  Act  when 
evaluating  its  internal  controls  and  financial  management  systems 
as  required  by  FMFIA.  However,  a  real  problem  exists  with  the 
timing  of  the  CFO  and  FMFIA  reports. 

For  fiscal  year  1993,  FMFIA  reports  were  issued  by  December 
31,  1993,  whereas  the  CFO  audit  reports  were  issued  by  June  30, 
1994.  The  difference  in  the  reporting  dates  causes  a  lack  of  true  in- 
tegration between  the  two  programs — the  results  of  a  CFO  audit 
will  not  be  reported  out  in  time  for  consideration  in  that  year's 
FMFIA  report  and  would  likely  have  to  be  considered  in  the  subse- 
quent year's  FMFIA  report. 

The  financial  management  community,  0MB  and  the  OIGs  are 
looking  for  ways  to  better  integrate  the  reporting  requirements  of 
the  CFO  and  FMFIA.  We  have  discussed  this  issue  with  the  CFO, 
and  we  intend  to  jointly  approach  0MB  asking  that  the  Depart- 
ment be  identified  as  a  prototype  for  exploring  opportunities  to  bet- 
ter integrate  the  CFO  and  FMFIA  programs. 
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Another  program  that  is  closely  linked  to  the  CFO  Act  is  the 
Government  Performance  and  Results  Act,  commonly  referred  to  as 
GPRA.  This  act  requires  agencies  to  develop  meaningful  perform- 
ance measures  which  will  provide  a  basis  for  comparing  actual  pro- 
gram results  with  established  performance  goals. 

However,  in  order  to  develop  useful  performance  measures  as  en- 
visioned by  the  act,  accurate  and  reliable  financial  information  is 
essential.  This  is  because  many  of  the  measures  that  will  be  devel- 
oped will  likely  have  as  input  information  generated  from  financial 
statements  or  systems.  Thus,  the  successful  implementation  of  the 
Government  Performance  and  Results  Act  is  dependent  upon  the 
reliability  of  the  financial  systems  generating  this  information. 

The  Department  is  taking  an  active  role  in  implementing  the 
provisions  of  the  Government  Performance  and  Results  Act  through 
improved  financial  operations  and  having  a  number  of  programs 
act  as  pilots  under  OMB's  GPRA  prototype  program. 

The  Department  is  also  actively  pursuing  greater  financial  sys- 
tems integration  in  recognition  or  the  fundamental  role  that  prop- 
erly designed  and  well  integrated  systems  have  to  effective  finan- 
cial management.  In  fiscal  year  1992,  the  Department  established 
the  Financial  Management  Systems  Advisory  Committee  to  develop 
recommendations  for  standardizing  financial  management  sub- 
systems departmentwide.  In  response  to  requests  by  both  the  De- 
partment and  0MB  we  have  recently  started  an  evaluation  to  as- 
sess the  adequacy  of  the  Department's  financial  systems  integra- 
tion efforts  and  whether  its  status  as  an  0MB  designated  high  risk 
area  should  be  changed. 

The  true  measure  of  the  Department's  success  in  implementing 
the  CFO  and  all  the  other  financial  related  acts  and  programs  will 
occur  when  financial  information  is  used  as  a  matter  of  course  by 
program  managers  to  manage  their  programs  and  influence  their 
decisionmaking.  This  has  not  yet  happened,  primarily  because  the 
information  is  not  viewed  as  being  reliable  or  timely.  As  the  De- 
partment achieves  the  needed  financial  management  improve- 
ments, we  would  expect  to  see  greater  evidence  of  integrating  fi- 
nancial information  into  the  management  of  Treasury  programs. 

Issue  No.  3,  what  is  being  done  to  migrate  the  Customs  and  IRS 
audits  from  GAO  to  the  Office  of  Inspector  General? 

The  CFO's  Act  included  IRS  and  Customs  as  pilots  for  CFO  fi- 
nancial statement  generation  and  audit.  GAO  exercised  its  preroga- 
tive and  conducted  the  fiscal  year  1992  and  fiscal  year  1993  audits 
of  the  statements  prepared  by  both  IRS  and  Customs. 

GAO  performed  the  audits  for  fiscal  year  1992.  For  the  fiscal 
year  1993  audits,  our  office  of  audit  assigned  37  staff  to  assist 
GAO.  In  addition,  the  Internal  Revenue  Service's  Office  of  the 
Chief  Inspector  provided  approximately  the  same  level  of  support. 
For  the  fiscal  year  1994  statements,  the  Office  of  Inspector  Greneral 
will  perform  the  audit  of  Customs,  and  GAO  will,  in  conjunction 
with  IRS'  Office  of  the  Chief  Inspector,  perform  the  audit  of  IRS. 

GAO  has  laid  the  groundwork  and  established  the  framework  for 
the  audit  of  the  Customs  Service.  GAO  developed  the  audit  meth- 
odologies and  identified  the  issues  during  its  prior  two  audits  that 
we  will  carry  forward  in  our  fiscal  year  1994  and  future  year  au- 
dits. 
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Further,  we  have  clearly  benefited  by  having  the  opportunity  to 
work  side  by  side  with  experienced  GAO  auditors  during  their  fis- 
cal year  1993  audits.  We  have  identified  areas  where  we  need  to 
improve  in  order  to  best  perform  the  work  required  under  the  act. 
For  example,  we  are  planning  to  contract  for  ADP  and  statistical 
sampling  expertise  until  we  can  fully  develop  these  essential  skills 
in  house.  Further,  we  expect  to  assign  a  senior  level  official  who 
will  have  a  singular  focus  on  the  Customs  CFO  audit. 

For  the  fiscal  year  1994  Customs  audit,  we  have  redeployed  audi- 
tors already  on  board,  supplemented  by  new  hires.  The  audit  car- 
ries a  personnel  complement  of  approximately  40,  with  most  lead 
positions  being  filled  by  in-house  certified  public  accountants  who 
had  worked  with  GAO  on  the  fiscal  year  1993  audit. 

We  will  continue  to  consult  with  GAO  throughout  the  course  of 
the  fiscal  year  1994  audit  of  Customs  to  insure  that  the  audit  ap- 
proaches at  both  Customs  and  IRS  are  appropriately  consistent. 

Issue  No.  4,  what  is  the  OIG's  strategy  for  committing  sufficient 
resources  to  the  CFO  audits  in  light  of  other  priority  audits? 

Our  office  is  committed  to  successfully  performing  its  CFO  relat- 
ed responsibilities.  We  are  estimating  that  it  will  take  us  nearly  40 
full-time  equivalents  to  perform  the  fiscal  year  1994  CFO  audit  at 
Customs  and  plan  to  perform  the  audit  in-house,  contracting  out 
for  only  the  audit  of  systems  controls  and  needed  statistical  sam- 
pling expertise.  We  plan  to  continue  to  employ  contractors  for  ac- 
complishing the  other  CFO  Act  mandated  audits. 

Because  we  will  not  be  performing  the  fiscal  year  1994  CFO  au- 
dits for  IRS,  we  expect  to  expend  only  a  limited  amount  of  re- 
sources to  liaison  with  GAO  and  maintain  some  level  of  familiarity 
with  the  IRS  audit.  This  will  expedite  the  transition  of  audit  re- 
sponsibility to  our  office  when  GAO  decides  to  stop  performing  the 
audit. 

Our  fiscal  year  1995  CFO  budget  initiative  asks  for  21  additional 
full-time  equivalents  to  replace  those  who  were  redirected  from 
other  audits  to  work  on  the  Customs  CFO  audit.  While  we  view  the 
CFO  Act  as  extremely  important,  the  reality  is  that  Treasury  is  a 
multifaceted  agency  with  many  other  nonfinancial  programs  that 
are  significant,  needing  programmatic  review. 

In  summary,  Mr.  Chairman,  I  believe  that  the  Department  of  the 
Treasury  has  made  significant  progress  in  effectively  implementing 
the  CFO  Act.  However,  more  remains  to  be  done. 

I  also  want  to  emphasize  that  I  support  the  CFO  Act  and  have 
a  sincere  commitment  to  effectively  discharge  the  responsibilities 
assigned  this  office  by  the  act. 

I  hope  I  have  addressed  the  issues  that  are  of  concern  to  the 
committee  and  will  be  pleased  to  answer  any  questions  you  and 
other  members  of  the  subcommittee  may  have. 

Mr.  Spratt.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Cesca  follows:] 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  pleased  to  appear  before  you 
today  to  discuss  the  implementation  of  the  Chief  Financial  Officers  (CFO)  Act.   The 
Act  is  a  very  significant  piece  of  legislation  that  is  having  a  profound  effect  on 
financial  management  throughout  the  Federal  government  and  the  manner  in  which 
financial  activities  are  being  audited  by  the  Inspectors  General.    Accompanying  me 
today  is  Mr.  Jay  Weinstein,  the  Assistant  Inspector  General  for  Audit. 

The  Department  has  fiilly  met  its  obligations  to  produce  audited  financial  statements 
for  the  entities  specified  by  the  Act.    Secretary  Bentsen  has  stated  his  personal 
commitment  to  assuring  that  the  Department  of  the  Treasury  both  obtains  unqualified 
opinions  on  all  its  financial  statements  as  quickly  as  possible  as  well  as  setting  the 
standard  for  financial  management  excellence.   To  this  end,  the  Department  and  its 
bureaus  are  working  hard  to  effect  the  improvements  identified  through  the  audits  of 
the  statements  and  the  corresponding  control  systems.   The  Department  has  a  qualified 
and  committed  Chief  Financial  Officer,  Mr.  George  Mufioz,  and  each  bureau  has 
established  its  own  Chief  Financial  officer.   These  CFOs  are  focusing  their  attention 
on  improving  the  financial  management  throughout  the  Treasury  Department. 
Further,  the  Department  has  the  distinction  of  having  the  first  federal  entity—  the 
Bureau  of  Engraving  and  Printing—  submit  FY  1993  audited  financial  statements  to 
0MB  on  January  31,  1994. 

The  impetus  for  improved  financial  management-  and  greater  attention  to  financial 
auditing—  both  within  the  Department  and  government  wide—  has  clearly  been  the 
CFO  Act.   The  Act  required  annual  audited  financial  statements  of  certain  entities 
within  the  Department,  some  of  the  more  significant  including  the  Internal  Revenue 
Service,  the  U.S.  Customs  Service,  the  U.S.  Mint,  the  Bureau  of  Engraving  and 
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Printing,  to  name  just  a  few.   The  requirement  to  prepare  and  subject  the  statements 
to  audit  has  significantly  improved-  and  in  fact  in  some  cases  introduced-  financial 
accounting,  reporting  and  management  practices  and  procedures.    Whether  it  was  the 
discipline  needed  to  prepare  audited  statements  or  the  improvements  identified  by  the 
audits  themselves,  there  is  no  denying  that  financial  management  has  improved  within 
the  Department.   As  evidenced  by  the  audit  reports  on  the  IRS  and  Customs,  while 
much  more  needs  to  be  done,  progress  is  being  made. 

The  CFO  Act  has  also  focused  greater  attention  on  ensuring  that  the  Department's 
financial  systems  are  better  integrated.   Problems  with  financial  systems  integration 
have  been  identified  by  the  Department  as  part  of  its  Federal  Managers  Financial 
Integrity  Act  reports  since  December  1989,  which  predates  the  CFO  Act.    While 
progress  was  being  made  since  first  reporting  this  problem,  the  CFO  Act  has  more 
sharply  focused  on  the  need  for  better  integrated  systems,  and  the  momentum  for   . 
achieving  this  correspondingly  has  increased  over  the  past  year. 

Clearly,  the  Act  has  also  impacted  the  way  the  Office  of  Inspector  General  (OIG) 
approaches  financial  statement  audits.    Having  participated  in  the  implementation  of 
the  Act  and  having  worked  with  the  General  Accounting  Office  on  the  most  recent 
audits  of  IRS  and  Customs,  we  have  gained  a  better  appreciation  for  the  impact  and 
magnitude  of  these  audits.    We  recognize  that  there  needs  to  be  a  balance  between  the 
financial  statement  audits  and  the  program  audits  we  have  emphasized  in  the  past.    We 
better  appreciate  how  CFO  audits  can  pull  together  in  one  report  information  fi-om 
separate  audits  in  order  to  evaluate  the  financial  management  of  an  agency.     We  are 
also  more  sensitive  to  the  linkages  between  financial  statements  and  program 
performance  measures. 
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The  CFO  Act  offersour  Department  far  more  than  the  opportunity  to  achieve  audited 
financial  statements  with  unqualified  opinions.    Our  office  is  working  with  Treasury 
officials  to  ensure  that  the  information  we  provide  in  these  audits  is  useful  to 
management  deciTion- makers.   By  effectively  linking  audited  financial  statements  to 
effective  management,  I  am  confident  that  we  can  improve  Federal  financial 
management.   I  also  know  that  the  OIG  can  proactively  assist  management  in 
improving  its  financial  systems  and,  at  the  same  time,  perform  the  audits  required  by 
the  Act. 

I  would  like  to  take  a  moment  and  acknowledge  the  contributions  made  by  the  General 
Accounting  Office.   GAO's  work  in  the  Department  has  resulted  in  identifying  many 
significant  areas  of  improvement  in  the  two  largest  Treasury  bureaus—  the  IRS  and 
Customs.    Further,  as  an  auditor,  I  appreciate  the  magnitude  and  complexity  of  these 
two  audits  and  I  congratulate  GAO  for  the  job  it  did.    We  have  benefitted  by  having 
the  opportunity  to  work  with  GAO  on  its  most  recent  audits  and  are  better  positioned 
now  to  perform  the  Customs  audit. 

In  your  June  15,  1994  letter  inviting  me  to  testify,  you  asked  that  I  address  the 
following  areas  of  inquiry: 

•  What  has  been  the  Department's  progress  in  implementing   CFO  Act 
requirements? 

•  What  problems  is  the  Department  encountering  in  integrating  the  CFO 
Act  requirements  with  requirements  based  on  other  laws  applicable  to 
financial  management? 
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•  What  plans  and  preparations  are  in  place  for  migrating  the  IRS  and 
Customs  CFO  audits  from  the  General  Accounting  Office  to  the  Office 
of  Inspector  General? 

•  What  strategy  is  there  for  committing  sufficient  Office  of  Inspector 
General  staff  resources  to  the  Customs  and  IRS  CFO  audits  in  light  of 
other  audit  priorities? 


WHAT  PROGRESS  HAS  BEEN  MADE  IN  IMPLEMENTING  THE  CFO  ACT? 

The  Department  of  the  Treasury  has  made  steady  and  effective  progress  in 
implementing  the  CFO  Act.   The  Act  required  that  trust  and  revolving  fiinds  and  all 
commercial  like  activities  have  financial  statements  prepared  and  that  they  be  subject 
to  audit.    In  addition,  the  Act  specifically  identified  the  Internal  Revenue  Service  and 
the  Customs  Service  as  pilot  "agencies",  for  which  "agency"  wide  financial  statements 
be  prepared  and  audited. 

As  a  result,  the  Department  initially  identified  nine  entities  subject  to  the  Act.   They 
were  as  follows: 

Beginning  with  FY  1991  statements 
Bureau  of  Engraving  and  Printing 
The  Department's  Gifts  and  Bequest  Fund 
Office  of  the  Comptroller  of  the  Currency 
Office  of  Thrift  Supervision 
U.S.  Mint 
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Ester  Gattell  Schmidt  Trust  Fund 
The  Working  Capital  Fund 

Beginning  with  FY  1992  statements 
Internal  Revenue  Service 
U.S.  Customs  Service 

Subsequently,  the  Financial  Management  Service  was  added  for  the  year  ending 
September  10,  1992,  and  the  Department's  Asset  Forfeiture  Fund-  which  began 
operations  in  FY  1993—  was  added  for  the  year  ending  September  30,  1993. 

In  FY  1991,  all  but  one  audit  required  by  the  Act  were  accomplished.   As  permitted 
by  the  CFO  Act,  0MB  granted  the  Mint  a  first  year  waiver  from  preparing  its  FY 
1991  financial  statements.   The  Mint  requested  a  waiver  because  it  desired  to 
implement  ongoing  accounting  improvements  designed  to  produce  auditable  financial 
statements.      For  FY  1992,  three  additional  Treasury  bureaus'  financial  statements 
were  audited-  IRS,  Customs,  and  the  Financial  Management  Service  (FMS).    In 
addition,  the  Mint's  financial  statements  were  audited.   The  Department's  Asset 
Forfeiture  Fund  was  audited  beginning  with  FY  1993. 

Therefore,  beginning  with  FY  1992  and  continuing  with  FY  1993,  the  Department  has 
met  its  obligation  to  produce  audited  financial  statements  for  the  entities  specified  by 
the  Act.    Approximately  $1.2  trillion-  or  80  percent  of  Treasury's  total  collections 
and  expenditures—  is  subject  to  audit.    Additionally,  more  than  $11.5  billion—  or  90 
p)ercent—  of  the  Department's  total  operating  budget  was  audited  for  FY  1993. 
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Significant  financiaT  statement  audit  activity  has  been  accomplished  in  the  Department. 
The  two  largest  bureaus--  IRS  and  Customs-  have  had  their  FY  1992  and  FY  1993 
financial  statements  audited  by  GAO  with  assistance  in  FY  1993  by  the  Office  of 
Inspector  General  and  the  IRS's  Office  of  the  Chief  Inspector.   The  other  nine  CFO 
audits  have  been  accomplished  by  CPA  firms  contracted  for  either  by  the  OIG  or  the 
audited  entity,  but  in  all  cases  with  oversight  provided  for  by  the  OIG. 

In  addition  to  what  has  already  been  accomplished,  the  Department  has  set  a  goal  of 
preparing  Department-wide  financial  statements  for  fiscal  year  1996.    In  order  to 
accomplish  this  goal,  we  are  working  with  the  Department  to  have  audited  FY  1995 
financial  statements  for  the  Bureau  of  the  Public  Debt  and  the  Bureau  of  Alcohol, 
Tobacco  and  Firearms. 

As  a  result  of  the  financial  statement  audits,  the  need  for  significant  improvement  in 
some  of  the  largest  Treasury  financial  operations  have  been  identified.    The  CFO 
audits  performed  by  GAO  for  FYs  1992  and  1993  of  the  IRS  and  Customs  are 
perhaps  the  best  illustrations  of  both  the  problems  identified  and  the  progress  being 
made  to  address  them.    In  summary,  GAO  was  unable  to  express  opinions  on  the 
reliability  of  either  IRS'  or  Customs'  financial  statements  due  to  the  lack  of  reliable 
supporting  information.    In  addition,  GAO  observed  that  internal  controls  were  not 
properly  designed  and  implemented:  to  effectively  safeguard  assets;  to  provide  a 
reasonable  basis  for  determining  material  compliance  with  laws  and  regulations;  or  to 
assure  there  were  no  material  misstatements  in  the  Principle  Financial  Statements. 
However,  as  a  result  of  its  FY  1993  audits,  GAO  reported  that  both  IRS  and  Customs 
took  important  steps  to  address  the  problems  GAO  had  identified.    Similarly,  our  FY 
1992  audit  of  the  Mint  identified  problems  with  the  Mint's  financial  operations  that 
resulted  in  a  disclaimer  of  opinion  due  to  material  weaknesses  identified  in  the  Mint's 
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internal  control  structure,  specifically,  its  fund  structure,  financial  system,  and 
financial  statement  preparation  processes.   The  most  recent  audit  of  the  Mint, 
however,  showed  that  substantial  progress  was  being  made  to  address  and  correct 
these  matters. 

Treasury  is  making  progress  toward  achieving  Secretary  Bentsen's  goal  of  meeting  the 
requirements  of  the  Act  and  achieving  unqualified  opinions.    Implementing  the 
necessary  improvements  won't  be  easy;  however,  the  commitment  to  improve  is 
apparent. 


WHAT  PROBLEMS  HAVE  BEEN  ENCOUNTERED  INTEGRATING  CFQ  ACT 
REQUIREMENTS  WITH  OTHER  FINANCIAL  MANAGEMENT 
REQUIREMENTS? 

The  CFO  Act  has  at  its  core  assuring  that  accurate  and  reliable  financial 
information  regarding  government  operations  and  financial  condition  is  available  to 
Congress,  Federal  managers  and  the  public.   The  CFQ  Act  has  far  reaching 
implications  that  are  related  to  other  financial  management  laws  and  or  requirements. 
The  Department  is  working  to  integrate  the  various  financial  management 
requirements  of  the  Federal  Managers'  Financial  Integrity  Act  (FMFIA)  of  1982,  the 
Government  Performance  and  Results  Act  (GPRA)  of  1993,  OMB  Circular  A- 127 
"Financial  Management  Systems",  and  other  related  financial  management 
requirements  into  a  cohesive  program. 

The  Department  has  routinely  considered  the  results  of  the  financial  statement  audits 
conducted  as  part  of  the  CFQ  Act  when  evaluating  its  internal  controls  and  financial 
management  systems,  as  required  by  FMFIA.    For  example,  neither  Customs  nor  IRS 
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could  report  reasonable  assurance  that  their  financial  systems  met  the  objectives  of 
Section  4  of  FMFIA,  and  this  was  reported  as  part  of  the  FY  1993  FMFIA  report. 
However,  a  real  problem  exists  with  the  timing  of  the  CFO  and  FMFIA  reports.    For 
FY  1993,  FMFIA  reports  were  issued  by  December  31,  1993,  whereas  the  CFO  audit 
reports  were  issued  by  June  30,  1994.   The  difference  in  the  reporting  dates  causes  a 
lack  of  true  integration  between  the  two  programs--  the  results  of  a  CFO  audit  will  not 
be  reported  out  in  time  for  consideration  in  that  year's  FMFIA  report  and  would  likely 
have  to  be  considered  in  the  subsequent  year's  FMFIA  report.    Further,  the  results  of 
the  CFO  audit,  performed  by  independent  auditors,  may  identify  issues  not  previously 
identified  through  the  self-assessments  required  by  the  FMFIA.   This  could  call  into 
question  the  accuracy  and  reliability  of  the  FMFIA  process.   This  has,  in  fact, 
occurred  within  the  Department,  where  both  the  GAO  and  OIG  have  identified 
through  CFO  work  items  not  previously  reported  through  the  FMFIA. 

The  financial  management  community,  0MB  and  the  OIGs  are  looking  for  ways  to 
better  integrate  the  reporting  requirements  of  the  CFO  and  FMFIA.    We  have 
discussed  this  issue  with  the  CFO  and  we  intend  to  jointly  approach  0MB  asking  that 
the  Department  be  identified  as  a  prototype  for  exploring  opportunities  to  better 
integrate  the  CFO  and  FMFIA  programs. 

Another  program  that  is  closely  linked  to  the  CFO  Act  is  the  Government 
Performance  and  Results  Act,  commonly  referred  to  as  GPRA.    GPRA  requires 
agencies  to  develop  meaningful  performance  measures,  which  will  provide  a  basis  for 
comparing  actual  program  results  with  established  performance  goals.    However,  in 
order  to  develop  useful  performance  measures  as  envisioned  by  GPRA,  accurate  and 
reliable  financial  information  is  essential.   This  is  because  many  of  the  measures  that 
will  be  developed  will  likely  have  as  input  information  generated  from  financial 
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statements  or  systeriw.   Thus,  the  successful  implementation  of  GPRA  is  dependent 
upon  the  reliability  of  the  financial  systems  generating  this  information-  a  vital  aspect 
of  the  CFO  Act.  The  Department  is  taking  an  active  role  in  implementing  the 
provisions  of  GPRA  through  improved  financial  operations  and  having  a  number  of 
programs  act  as  pilots  under  OMB's  GPRA  prototype  program. 

The  Department  is  also  actively  pursuing  greater  financial  systems  integration,  in 
recognition  of  the  fundamental  role  that  properly  designed  and  well  integrated  systems 
have  to  effective  financial  management.   In  FY  1992,  the  Department  established  the 
Financial  Management  Systems  Advisory  Committee  (FMSAC)  to  develop 
recommendations  for  standardizing  financial  management  subsystems  Department- 
wide.   FMSAC  has  been  responsible  for  a  number  of  actions  that  have  moved  the 
Department  toward  an  integrated  financial  management  system.   These  include 
working  with  the  bureaus  to  implement  off-the-shelf  core  financial  systems  and 
establishing  FMSAC  project  teams  to  develop  integrated  sub-systems.   In  response  to 
a  request  by  both  the  Department  and  0MB,  we  have  recendy  started  an  evaluation  to 
assess  the  adequacy  of  the  Department's  financial  systems  integration  efforts  and 
whether  its  status  as  an  0MB  designated  high  risk  area  should  be  changed. 

The  true  measure  of  the  Department's  success  in  implementing  the  CFO  and  all  the 
other  financial  related  Acts  and  programs  will  occur  when  financial  information  is 
used  as  a  matter  of  course  by  program  managers  to  manage  their  programs  and 
influence  their  decision  making.   This  has  not  yet  happened,  primarily  because  the 
information  is  not  viewed  as  being  reliable  or  timely.    As  the  Department  achieves  the 
financial  management  improvements  necessitated  by  CFO,  FMFIA,  GPRA,  and  0MB 
Circular  A-127,  we  would  expect  to  see  greater  evidence  of  integrating  financial 
information  into  the  management  of  Treasury  programs. 
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WHAT  IS  BEING  DONE  TO  MIGRATE  THE 

riJ?sTOMS  AND  IRS  AUDITS  FROM  GAP  TO  THE  OIG? 

The  CFOs  Act  included  IRS  and  Customs  as  "pilots"  for  CFO  financial  statement 
generation  and  audit.   0MB  Bulletin  93-18  extended  the  pilot  program  beyond  FY 
1992.   The  CFO  Act  assigned  the  responsibility  to  perform  the  audits  at  both  IRS  and 
Customs  to  the  OIG.   GAO  exercised  its  prerogative,  and  conducted  the  FY  1992  and 
FY  1993  audits  of  the  statements  prepared  by  both  IRS  and  Customs.   GAO 
performed  the  audits  for  FY  1992.   For  the  FY  1993  audits,  our  Office  of  Audit 
assigned  37  staff  to  assist  GAO.   In  addition,  the  IRS's  Office  of  the  Chief  Inspector 
provided  approximately  the  same  level  of  support.   For  the  FY  1994  statements,  the 
OIG  will  perform  the  audit  of  Customs  and  GAO  will,  in  conjunction  with  IRS's 
Office  of  the  Chief  Inspector,  perform  the  audit  of  IRS.     . 

GAO  has  laid  the  groundwork  and  established  the  framework  for  the  audit  of  the 
Customs  Service.    GAO  developed  the  audit  methodologies  and  identified  the  issues 
during  its  prior  two  audits  that  we  will  carry  forward  in  our  FY  1994  and  future  year 
audits.    Further,  we  have  clearly  benefitted  by  having  the  opportunity  to  work  side  by 
side  with  experienced  GAO  auditors  during  their  FY  1993  audits.    We  have  identified 
areas  where  we  need  to  improve  in  order  to  best  perform  the  work  required  under  the 
Act.    For  example,  we  are  planning  to  contract  for  ADP  and  statistical  sampling 
expertise  until  we  can  fully  develop  these  essential  skills  in  house.   Further,  we  expect 
to  assign  a  senior  level  official  who  will  have  a  singular  focus  on  the  Customs  CFO 
audit.    In  the  past,  the  audit  was  assigned  to  a  Regional  Inspector  General  for  Audit, 
who  in  addition  to  the  Customs  CFO  audit,  had  other  audit  responsibilities. 
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For  the  FY  1994  Customs  audit,  we  have  redeployed  auditors  already  on  board, 
supplemented  by  new  hires.   The  audit  carries  a  personnel  complement  of 
approximately  40,  with  most  lead  positions  being  filled  by  in-house  Certified  Public 
Accountants  who  had  worked  with  GAO  on  the  FY  1993  audit. 

Admittedly,  GAO's  decision  to  continue  the  CFO  audit  of  IRS  has  had  a  positive 
effect  on  the  OIG  by  permitting  us  to  direct  our  attention  to  the  successful  completion 
of  the  Customs  CFO  audit,  without  the  added  responsibility  of  the  IRS  audit.    At  that 
point  in  time  when  GAO  decides  not  to  perform  the  audit  of  IRS,  the  OIG  will  work 
with  GAO  to  assure  an  orderly  and  effective  transition  of  the  IRS  audit  to  the  OIG. 

We  will  continue  to  consult  with  GAO  throughout  the  course  of  the  FY  1994  audit  of 
Customs  to  ensure  that  the  audit  approaches  at  both  Customs  and  IRS  are 
appropriately  consistent.   GAO  has  agreed  to  review  our  plans  and  other  pertinent 
documentation  and  provide  us  their  comments  and  suggestions.   Finally,  although  we 
do  not  expect  the  Customs  audit  to  be  easy  and  without  its  challenges,  we  are 
confident  in  our  ability  to  perform  it  successfully. 


WHAT  IS  THE  OIG'S  STRATEGY  FOR  COMMITTING  SUFFICIENT 
RESOURCES  TO  THE  CFO  AUDITS  IN  LIGHT  OF  OTHER  PRIORITY  AUDITS? 

The  OIG  is  committed  to  successfully  performing  its  CFO  related  responsibilities.    We 
are  estimating  that  it  will  take  us  nearly  40  full  time  equivalents  to  perform  the  FY 
1994  CFO  audit  at  Customs  and  plan  to  perform  the  audit  in-house,  contracting  out 
for  only  the  audit  of  systems  controls  and  needed  statistical  sampling  expertise.     We 
plan  to  continue  to  employ  contractors  for  accomplishing  the  audits  of  the  Office  of 
the  Comptroller  of  the  Currency,  the  Office  of  Thrift  Supervision,  FMS,  the  Mint,  the 
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Bureau  of  Engraving  and  Printing,  and  other  CFOs  Act-mandated  audits.     Because 
we  will  not  be  performing  the  FY  1994  CFO  audit  for  IRS,  we  expect  to  expend  only 
a  limited  amount  of  resources  to  liaison  with  GAO  and  maintain  some  level  of 
familiarity  with  tlie  IRS  audit.   This  will  expedite  the  transition  of  audit  responsibility 
to  the  OIG  when  GAO  decides  to  stop  performing  the  audit. 

Our  FY  1995  budget  request  asks  for  21  additional  Full-Time-Equivalents,  to  replace 
those  who  were  redirected  from  other  audits  to  work  on  the  Customs  CFO  audit. 
While  we  view  CFO  Act  as  extremely  important,  the  reality  is  that  Treasury  is  a 
multi-faceted  agency,  with  many  other  non-financial  programs  that  are  significant, 
needing  programmatic  review.    For  example,  security  over  Treasury  operations, 
including  those  at  the  Mint  and  Bureau  of  Engraving  and  Printing,  as  well  as  sensitive 
law  enforcement  programs  need  to  be  evaluated.   The  Department  has  significant 
responsibility  for  the  safety  and  soundness  of  the  banking  and  thrift  industries; 
accordingly,  the  effectiveness  of  the  Office  of  the  Comptroller's  and  the  Office  of 
Thrift  Supervison's  financial  institution  supervisory  programs  needs  to  be  assessed. 
Customs  programs  for  trade  facilitation,  and  import  and  export  controls  are  vital  and 
need  periodic  review.   The  Bureau  of  Alcohol,  Tobacco  and  Firearms  is  responsible 
for  controlling  the  flow  of  weapons  and  explosives;  these  programs  central  to  the 
public  safety  would  not  be  evaluated  as  part  of  the  CFO  Act  and,  therefore,  need 
periodic  review.     Quite  frankly,  without  the  requested  additional  personnel,  the  OIG's 
overall  effectiveness  to  evaluate  the  non-financial  programs  of  the  Department  and 
meet  its  other  mandates  will  likely  be  diminished. 

In  summary,  Mr.  Chairman,  I  believe  that  the  Department  of  the  Treasury  has  made 
significant  progress  in  effectively  implementing  the  CFO  Act.   However,  more 
remains  to  be  done.    I  also  want  to  emphasize  that  I  support  the  CFO  Act  and  have  a 
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sincere  commitment-to  effectively  discharge  the  responsibilities  assigned  this  Office  by 
the  Act. 

I  hope  I  have  addressed  the  issues  that  are  of  concern  to  the  Committee  and  will  be 
pleased  to  answer  any  questions  you  and  other  members  of  the  Committee  may  have. 
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Mr.  Spratt.  One  of  the  topics  that  we  touched  on  in  conference, 
just  asked  at  the  outset,  what  are  the  objectives?  And  it  is  not 
quite  as  simpHstic  as  it  sounds  because  we  tend  to  talk  in  terms 
of  kind  of  accounting,  about  getting  the  books  straight  and  making 
sure  that  everything  is  adequately  trailed  by  all  the  data  that  let 
us  know  it  was  properly  expended. 

But  really  we  have  larger  purposes  before  us.  And  the  govern- 
ment spends  more  than  20  percent  of  the  gross  national  product  of 
the  country,  and  we  need  to  be  sure  that  we  are  spending  it  well. 
That  is  where  the  performance  measurement  comes  in.  The  govern- 
ment processes  enormous  flows  of  cash,  and  the  efficient  use  of  that 
cash  means,  obviously,  a  lot  of  money  in  itself. 

I  serve  on  the  Armed  Services  Committee  as  my  principal  com- 
mittee and  for  years  I  have  been  concerned  about  the  development 
of  an  adequate  cost  variance  analysis  system  in  the  Department  of 
Defense  which,  despite  the  fact  that  it  is  the  largest  procuring 
agency  in  the  Grovernment,  does  not  have  a  variance  analysis  sys- 
tem. One  was  created  called  the  selective  acquisition  system  in  the 
1970's,  and  it  is  simply  inadequate.  Historically,  it  has  failed  to 
perform  the  function  of  alerting  managers  and  Members  of  Con- 
gress to  problems  with  performance,  cost  against  a  fixed  baseline 
schedule,  all  these  things. 

I  also  chair  a  panel  of  the  Armed  Services  Committee  that  deals 
with  the  Department  of  Energy  and  their  record  in  tracking  costs 
against  the  baseline,  measuring  cost  effectiveness  as  well. 

So  this  has  got  to  be  one  of  the  objectives.  It  mav  be  the  imple- 
mentation of  a  consistent  chart  of  accounts  and  having  audited 
data  that  downloads  and  automatically  consolidates  and  more  or 
less  automatically  consolidates  so  that  you  don't  have  to  do  it  by 
hand — it  comes  ahead  of  these  things,  but  surely  we  have  got  to 
be  looking  for  these  objectives  as  well. 

To  what  extent  is  Treasury  as  the  lead  agency  so  to  speak,  shar- 
ing that  role  with  0MB?  Are  you  trying  to  work  these  other  goals 
into  just  basic  financial  accounting  consistency  in  the  Federal  Gov- 
ernment? 

Mr.  Murphy.  Mr.  Chairman,  the  ultimate  objective  is  better  gov- 
ernment that  costs  less.  We  talk  about  the  details  of  a  standard 
general  ledger  and  accounting  standards.  We  talk  about  accounting 
systems  which  produce  better  financial  reports.  These  are  intended 
to  result  in  better  decisions,  better  management. 

I  think  the  emphasis  that  0MB  is  placing  on  the  Government 
Performance  and  Results  Act  with  performance  measurement  data, 
coupled  with  the  Federal  Accounting  Standards  Advisory  Board's 
focus  on  cost  accounting,  is  going  to  help  put  systems  in  place 
where  we  can  hold  managers  accountable  and  assess  the  quality  of 
their  decisions  and  the  outcomes  of  their  activities.  I  think  we  have 
got  to  focus  on  that.  Although  we  may  talk  about  debits  and  credits 
a  lot,  I  think  we  recognize  what  the  end  goals  are.  Most  of  that, 
of  course,  is  the  primary  responsibility  of  the  Office  of  Management 
and  Budget  and  their  efforts  to  improve  management  in  the  Fed- 
eral Government. 

Mr.  Spratt.  Well,  Mr.  Munoz. 

Mr.  Munoz.  Yes,  I  would  like  to  add,  Mr.  Chairman,  that  I  be- 
lieve that,  for  the  first  time — when  I  say  first  time  I  really  mean 
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in  the  last  few  years  and  thanks  really  to  this  CFO  Act — for  the 
first  time,  there  is  discussion  and  debate  sometimes  in  our  bureaus 
about  cost  effectiveness,  and  that  being  a  true  guide  for  evaluating 
programs  and  how  we  are  performing  them.  I  strongly  believe  that, 
had  it  not  been  for  this  act  that  really  put  in  motion  the  right  is- 
sues to  be  looked  at  and  put  in  motion  organizational  restructur- 
ing, exactly  what  you  talked  about,  the  cost  benefit  analysis  or  ana- 
lyzing performance  through  cost,  would  not  have  taken  place. 

I  would  say  that  if  we  had  had  this  meeting  prior  to  the  CFO 
Act  and  you  had  asked  how  many  people  at  the  bureaus  are 
charged  with  making  sure  that  you  get  your  money's  worth  as  well 
as  that  the  money  is  well  accounted  for,  how  many  persons  are  ac- 
counted for,  we  would  be  sorry  to  say  we  would  probably  have  one 
or  two  of  our  bureaus. 

But  I  am  happy  to  say — if  you  don't  mind,  Mr.  Chairman,  I 
would  like  to  ask  all  of  the  persons  who  are  either  CFO's  or  deputy 
CFO's  from  our  bureaus  who  are  here  today  to  listen  to  the  words 
of  this  subcommittee  and  to  show  you  the  commitment  that  we 
have.  If  they  could  please  stand  if  they  are  in  this  room  here  from 
our  bureaus.  We  have  all  bureaus  represented — the  IRS,  Customs 
Service,  BEP,  the  Mint,  FMS,  OTS,  departmental  offices.  These 
men  and  women,  together  with  our 

Mr.  Spratt.  We  are  glad  to  have  you  here.  We  often  wonder  who 
the  faces  are. 

Mr.  MUNOZ.  Not  only  are  they  taking  note,  but  really  their  very 
existence  in  their  positions  is  because  of  this  CFO  Act. 

I  am  a  CPA  by  profession  and  very  much  pursued  that  training 
because  I  believe  that  if  you  can  read  an  accounting  statement,  a 
financial  statement,  if  you  can  look  into  the  accounting,  you  can 
tell  where  that  business  is  going  or  whether  it  is  succeeding  or  not. 
And  that  whole  mentality  is  being  brought  about  by  the  men  and 
women  that  you  just  saw  right  now. 

For  example,  we  have  a  very  good  opportunity — two  of  our  larg- 
est bureaus,  the  Customs  Service  the  IRS,  are  going  through  a  re- 
organization. And  the  very  question  that  you  asked,  in  fact,  is 
being  made  part  of  that  bureau,  both  the  IRS  and  its  Tax  Systems 
Modernization  Program. 

But,  beyond  that,  the  Tax  Systems  Modernization  Program,  the 
whole  restructuring  of  the  IRS,  has  brought  into  the  debate  where 
the  CFO  should  be  placed  and  what  duties  the  CFO  should  have 
and  what  accounting  system  should  be  put  in  place. 

Customs — for  the  first  time,  as  Customs  is  modernizing  its  field 
operations,  part  of  its  discussion  is  cost  benefit  and  services  to  the 
clients  and  how  do  we  measure  the  benefit  of  facilitating  trade  at 
the  borders  with  what  kind  of  cost  we  dedicate  toward  returning 
that. 

As  you  know,  Mr.  Chairman,  the  whole  discussion  with  IRS'  tax 
compliance,  which  you  have  been  very  supportive  of,  and  the  dollar 
that  we  get  in  return,  those  numbers  would  not  have  come  about 
had  it  not  been  for  this  act.  And  the  whole  debate  that  we  have 
at  our  agency  in  terms  of  what  to  look  at  in  terms  of  performance 
measurements,  even  though  we  do  have  the  Government  Results 
and  Performance  Act  which  we  think  crystallizes  our  aim  toward 
performance  measurements,  it  is  really  the  CFO  Act  that  gave  that 
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concept  birth,  and  I  congratulate  this  subcommittee  for  having  it 
passed  because  the  act  itself  is  not  limited  to  green-shade,  bean- 
counting  work,  and  to  really  be  true  to  the  act  you  really  have  to 
get  into  the  program  and  managerial  components. 

Mr.  Spratt.  We  are  all  on  a  consistent  plane  here,  but  you  have 
got  enormous  responsibilities.  Just  within  Treasury  because  IRS 
and  Customs,  as  you  admit  freely  here,  still  have  a  long  way  to  go 
before  they  have  the  accounting  systems  that  meet  the  require- 
ments of  the  CFO  Act  as  we  envision  it. 

But  Treasury  is  also  the  consolidator  and  the  compiler  of  all 
these  joint  government  statements  that  Mr.  Murphy  described,  and 
I  know  0MB  has  a  role  here  and  you  sort  of  share  this  role.  I  look 
upon  those  two  agencies  as  being  the  spearheads  for  getting  this 
done,  both  by  example  and  by  virtue  of  the  fact  that  you  control 
the  purse  strings,  the  cash-flow,  the  government. 

Let  me  give  you  one  example  from  the  two  departments  that  I 
mentioned,  the  Department  of  Energy.  If  you  were,  as  a  CFO,  put- 
ting their  financial  statement  together — and  to  an  extent  you  do 
because  you  are  consolidated  into  the  governmentwide  statement — 
I  think  you  would,  if  you  were  going  to  sign  the  certificate  you 
would  be  asking,  what  is  the  contingent  liability  of  this  organiza- 
tion which  I  am  about  to  certify.  You  would  have  what  you  guys 
call  an  NRV  problem  or  a  huge  contingent  liability  problem. 

The  question  would  be  whether  you  would  have  to  qualify  the 
statement  because  you  didn't  know.  They  have  an  enormous  as  yet 
unmonetized  and  unquantified  liability  for  the  cleanup  of  17  dif- 
ferent sites  nationwide,  and  to  some  extent  the  overall  liability  de- 
pends upon  just  how  we  are — do  we  want  100  percent  clean  or  will 
we  settle  for  85  percent  clean? 

I  have  been  a  believer,  an  advocate  of  the  notion  that  if  we  could 
somehow  aggregate  all  of  these  costs  realistically  and  telescope 
them  to  a  present  value,  we  could  probably  convince  many 
decisionmakers  that  we  shouldn't  go  for  100  percent  cleanup,  that 
we  couldn't  afford  it,  and  it  would  be  better  to  divert  these  re- 
sources into  other  things. 

But  partly  the  financial  reporting  and  financial  accounting  objec- 
tive here  is  to  be  able  to  picture  and  format  the  status  so  that 
decisionmakers  can  see  it  and  act  accordingly.  And  it  is  important, 
obviously,  to  tell  the  public  that  their  money,  their  tax  money,  is 
being  honestly  spent,  that  when  somebody  takes  a  trip  he  doesn't 
spend  more  than  he  is  supposed  to  spend,  when  somebody  handles 
government  money  he  is  accountable  for  it. 

But  those  are  footnotes  to  the  financial  statement  compared  to 
military  procurement  and  handling  of  nuclear  waste  and  other 
things  which  have  enormous  dollar  consequences  that  warp  the  sig- 
nificance of  a  lot  of  these  other  smaller  issues,  and  I  am  simply  try- 
ing to  raise  these  objectives — variance  analysis,  performance  meas- 
urement, and  program  effectiveness  measurement,  as  things  that 
are  really  of  transcending  importance,  more  importance,  that  I 
would  hope  we  could  do  them  on  a  parallel  plane  that  while  you 
are  bringing  together  and  consolidating  with  a  consistent  charter 
of  accounts,  all  of  the  accounts  of  the  different  departments  and 
agencies  of  the  government  we  are  also  working  on  these  other 
areas  because  the  dollar  consequences  of  them  are  greater,  I  think. 
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Would  you  aCTee  with  that  and  is  it  possible  to  do  that  at  the 
same  time?  Both  of  you,  Mr.  Munoz  and  Mr.  Murphy. 

Mr.  MuNOZ.  I  look  at  things  from  just  our  Department,  and  Jerry 
can  talk  about  governmentwide. 

Mr.  Spratt.  Let  me  ask  you  also  to  answer  it.  Am  I  asking  too 
much  of  Treasury?  Have  you  got  enough  to  do  just  with  the  Depart- 
ment, without  saying  you  should  be  an  implementer  for  these  same 
reforms  throughout  the  government? 

Mr.  Munoz.  I  think  we  have  the  responsibility  to  be  the  right 
model  for  everyone.  And  I  do  think  that  peer  pressure — ^but  peer 
example  is  a  very,  very  important  mechanism  by  which  to  bring 
about  changes  that  you  are  talking  about. 

If  you  look  at  the  private  sector,  the  chief  financial  officers  in  the 
private  sector  15  years  ago  were  not  always  at  the  table  in  major 
decisionmaking.  It  is  only  in  the  last  5  to  10  years  that  CFOs  are 
now  in  the  private  sector  on  the  right  side  of  the  CEO's  and  the 
COO's  in  terms  of  decisionmaking  because  times  have  become 
harder  in  terms  of  competition  and  money  has  become  tighter. 

I  think  those  two  instances  are  in  our  midst  here  in  government. 
Money  is  tighter  and  at  times  there  is  a  lot  of  debate  for  priorities 
as  to  where  it  should  be  laid. 

I  think  Treasury  needs  to  set  the  example.  In  fact,  if  anything, 
the  responsibility  we  face  is  that  we  must  be  the  spearhead,  and 
we  have  to  do  it  for  our  own  selves  as  well  as  there  are  ways  that 
we  can  share  our  programs.  The  CFO  Council  which  the  statute 
created,  which  I  thought  was  a  good  foresight  because  that  creates 
the  peer  sharing  as  well  as  the  peer  example.  So  I  don't  believe  it 
is  too  big  a  task,  but  if  we  don't  reach  for  those  kinds  of  goals  I 
don't  think  we  will  go  as  far. 

Mr.  Spratt.  Mr.  Murphy. 

Mr.  Murphy.  I  would  just  add,  Mr.  Chairman,  I  believe  that  the 
nuclear  waste  cleanup  issue,  the  savings  and  loan  crisis  has  really 
focused  everyone's  attention  on  contingent  liabilities,  and  the  Na- 
tional Performance  Review  reports  recommended  several  things  in 
this  regard. 

No.  1,  I  believe  there  was  a  recommendation  that  in  the  budget 
document  there  be  some  better  means  found  to  present  that  type 
of  information,  and  also  in  some  of  the  annual  governmentwide  fi- 
nancial statements  contingent  liabilities  were  also  emphasized 
there  as  well.  People  are  concerned  about  government  sponsored 
enterprises,  whether  anything  there  might  fall  back  on  the  Federal 
Government  at  some  point  in  time.  Those  are  very  difficult  areas 
to  quantify. 

The  Federal  Accounting  Standards  Advisory  Board  has  also  been 
wrestling  with  some  of  those  issues,  and  deciding  when  to  book 
something  as  a  liability,  when  to  show  it  in  the  notes  to  the  finan- 
cial statements  as  a  contingent  liability,  and  how  best  to  present 
the  data,  whether  you  present  a  range  of  numbers,  for  example,  an 
optimistic  estimate  and  a  pessimistic  one  to  show  a  possible 
range — they  are  hard  to  quantify,  but  they  are  extremely  impor- 
tant. 

I  did  just  take  a  quick  look  at  our  latest  consolidated  financial 
statement,  and  I  notice  we  did  have  a  note  in  there  which  was  pro- 
vided to  us  by  the  Department  of  Energy  which  attempted  to  pro- 
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vide  the  best  number  they  could  come  up  with.  It  may  not  be  fully 
what  you  need  at  this  point,  but 

Mr.  Spratt.  No,  we  are  working  on  it.  We  have  a  statutory  re- 
quirement that  was  just  revised  in  this  year's  Defense  Authoriza- 
tion Act,  and  they  working  on  it,  too. 

But  what  I  am  saying  that  Treasury  and  0MB,  as  the  financial 
and  fiscal  managers  of  the  Federal  Gfovernment,  should  be  heard 
on  these  problems,  too.  You  ought  to  be  out  there  not  only  pushing, 
prodding,  asking  these  questions  and  then  requiring  the  Cabinet 
Secretaries  to  give  you  reliable  and  accurate  answers  but  you  ought 
to  also  help  them  develop  the  statistics. 

It  is  not  clear  to  me  that  all  these  departments  have  the  re- 
sources of  personnel  and  the  resources  within  them  to  come  up 
with  the  best  solution,  and  so  maybe  Treasury  doesn't  either. 
Maybe  you  have  your  hands  full.  But  it  may  be  that  your  respon- 
sibility is  to  come  to  us  and  say  we  need  to  do  these  things — the 
variance  analysis,  cost-benefit  analysis,  risk  assessment — and  we 
have  got  to  have  better  people  to  get  it  done. 

But  this  is  where  the  big  dollars  are.  It  is  not  in  auditing,  al- 
though that  needs  to  be  done  well.  It  is  not  even  in  consistent  pres- 
entation of  financial  data.  It  is  in  the  secondary  ramifications,  the 
uses  of  this  information  once  we  have  it  worked  out. 

I  would  hope  that  this  would  be  one  of  your  missions.  I  don't 
want  to  confuse  it  with  the  primary  mission  of  getting  the  basic  job 
done. 

Let  me  iust  turn  to  that  briefly  now.  The  IRS  obviously  is  the 
largest  collector  of  cash,  revenues  for  the  Federal  Grovernment,  and 
it  is,  I  think,  of  absolutely  critical  importance  that  the  IRS  get  its 
financial  reporting  system  in  order. 

What  is  the  proolem  basically?  We  have  heard  from  IRS,  but  you 
are  a  step  removed  and  have  some  objectivity.  What  do  you  see  as 
the  problems  with  implementation? 

I  will  put  that  question  to  all  three  of  our  witnesses,  including 
Mr.  Cesca,  but  let's  start  with  Mr.  Munoz. 

Mr.  Munoz.  I  do  think  that  the  Inspector  General  can  speak  spe- 
cifically of  the  audit  problems  that  were  raised  and  the  audit 
progress  that  has  been  made.  Mr.  Chairman,  I  think  the  same  dis- 
cussion that  occurred  when  the  CFO  Act  was  being  passed  is  really 
still  at  the  core,  even  though  it  has  been  4  years  since  it  passed. 
It  really  required  a  change  in  culture  and  in  terms  of  thinking. 

IRS  feels  very  proud  of  what  it  has  done  in  terms  of  collecting 
the  money,  andf  it  has  concentrated  on  compliance  and  going  out 
there  and  being  fair — just  in  the  way  it  collects  its  money.  And  it 
is  sort  of  like  the  fisherman  who  is  fishing  and  doesn't  stop,  count 
and  make  sure  that  it  is  all  put  away.  They  are  just  making  sure 
that  they  do  the  right  kind  of  fishing  and  do  their  work. 

IRS  has  an  excellent  record  for  integrity  and  fairness  in  how  it 
approaches  its  collection  process.  The  mentality  of  cultural  change 
has  been  rapidly  coming  about,  and  certainly  when  Secretary  Bent- 
sen  took  over  the  agency  he  clearly  made  it  known  that  as  long  as 
he  is  Secretary,  no  Dureau  will  have  the  kinds  of  deficiencies  that 
were  outlined  in  the  audit. 

And  for  that  reason  during  Secretary  Bentsen's  tenure,  we  had 
the  IRS  structure  the  CFO  and  raise  the  CFO  organizationally  to 
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a  higher  level,  reporting  to  the  Commissioner  directly,  when  in  fact 
the  CFO  was  created  under  the  Internal  Revenue  Service.  And  the 
whole  Tax  System  Modernization,  even  though  that  discussion 
started  several  years  ago,  has  modified  itself,  addressing  the  kinds 
of  issues  that  are  required  for  a  clean  opinion. 

I  think  it  is  more  of  a  leadership  and  a  vision  that  needed  to 
occur,  and  I  can  assure  you  it  has  occurred.  Secretary  Bentsen  is 
leading  that  new  vision  and  dedication.  You  have  Commissioner 
Richardson,  who  you  have  met,  who  is  also  very  dedicated.  Morgan 
Kinghorn  is  an  excellent  CFO  for  IRS,  and  he  is  doing  tremendous 
work  on  it. 

So  from  our  point  of  view  we  looked  for  that  kind  of  commitment, 
and  in  the  resources  that  followed  through  and  the  kind  of  progress 
from  our  CFO  point  of  view  we  think  you  can  be  assured  that  the 
commitment  that  they  have  made  to  Secretary  Bentsen  for  a  clean 
opinion  by  fiscal  year  1996  should  be  met. 

Mr.  Spratt.  Mr.  Murphy. 

Mr.  Murphy.  While  this  is  not  really  my  area  of  direct  respon- 
sibility, I  certainly  agree  with  George.  Morgan  Kinghorn,  who  pre- 
viously worked  for  0MB  and  EPA,  is  at  IRS  now  and  that  is  a  defi- 
nite plus  and  so  is  Joe  Donlan,  who  formerly  worked  with  the  Gen- 
eral Accounting  Office.  They  have  beefed  up  the  staffing. 

Also,  while  they  have  a  lot  of  problems,  they  are  also  providing 
a  heck  of  a  lot  of  good  leadership  in  certain  areas.  IRS  is  leading 
the  FASAB  effort  to  develop  the  cost  accounting  standards.  They 
put  a  lot  of  time  and  effort  into  that.  They  have  done  a  lot  of  good 
work  in-house,  and  so  they  have  got  some  expertise  in  that  area 
which  they  are  sharing  with  others. 

IRS  not  only  does  a  good  job  of  collecting  taxes,  they  have  done 
an  excellent  job  of  collecting  other  Federal  agencies'  debts  through 
the  IRS  tax  refund  offset  program.  They  have  collected  billions  of 
dollars  for  the  Federal  Government  that  we  wouldn't  have  gotten 
otherwise.  So  while  they  have  got  some  problems  that  need  to  be 
fixed,  they  also  do  some  good  things,  and  I  think  they  have  got  the 
right  people. 

Mr.  Spratt.  Mr.  Cesca. 

Mr.  Cesca.  Mr.  Chairman,  I  think,  which  is  probably  sympto- 
matic of  a  lot  of  organizations,  that  IRS  just  wasn't  ready — or 
didn't  have  the  systems  in  order  to  comply  with  the  requirements 
of  the  CFO  Act.  Consequently,  when  GAO  went  in  and  conducted 
their  review  they  found  that  the  critical  supporting  information  for 
accounts  like  seized  assets,  accounts  payable  and  collections  by 
type  of  tax  just  was  not  available,  and  that  most  of  the  IRS'  finan- 
cial statement  balances  were  unreliable  due  to  errors  in  revenue 
and  operating  funds  transactions. 

I  think  that  the  IRS  revenue  accounting  system  did  a  very  good 
job  of  accounting  for  the  revenues  collected  and  probably  for  funds 
disbursed,  but  in  terms  of  being  ready  to  prepare  financial  state- 
ments in  accordance  with  the  act  they  just  didn't  have  the  systems 
to  do  that. 

Mr.  Spratt.  One  point  you  raised  in  your  testimony  was  the 
need  for  additional  personnel  to  complete  the  audit  requirements 
for,  I  believe,  Customs  with  which  you  are  tasked.  Is  this  a  problem 
within  Treasury?  Do  you  have  the  people  you  need  to  carry  out  the 
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audits  of  the  different  independent  bureaus  and  agencies  of  the 
Treasury? 

Mr.  Cesca.  Well,  with  respect  to  our  office,  Mr.  Chairman,  we 
have  diverted  resources  from  our  regular  staff  to  satisfy  the  re- 
quirements of  the  CFO  Act,  however,  in  analyzing  audit  work  that 
we  had  planned,  for  example,  in  the  Customs  Service,  we  identified 
that  we  were  intending  to  apply  resources  to  areas  within  Customs 
Service  that  would  satisfy  accomplishing  a  CFO  audit.  Con- 
sequently, when  we  determined  the  resource  needs  for  doing  the  fi- 
nancial statement  audit  at  Customs,  we  took  that  factor  into  con- 
sideration, and  we  netted  that  out  in  terms  of  what  we  needed. 

For  example,  I  mentioned  in  my  testimony  that  we  were  applying 
40  staff  years  of  effort  to  the  CFO  audit.  However,  in  our  1995 
budget  submission  we  requested  21  additional  staff  years.  Basi- 
cally, we  were  saying  was  that  there  were  19  staff  years  of  effort 
that  we  would  have  planned  to  do  financial  related  audits  at  Cus- 
toms, irrespective  of  the  CFO  Act. 

Mr.  Spratt.  I  have  got  some  more  questions,  but  let  me  share 
the  time  with  the  other  members  of  the  committee  and  turn  first 
to  Mr.  Cox. 

Mr.  Cox.  Thank  you,  Mr.  Chairman. 

I  would  like  to  begin  by  asking  about  the  Department's  view  of 
the  legal  requirements  of  the  CFO  Act.  Is  it  your  view  that  you 
were  in  compliance  with  the  law,  even  though  financial  statements 
for  entities  covered  by  the  act  are  unauditable?  I  will  address  that 
to  Mr.  Munoz. 

Mr.  Munoz.  Sir,  we  believe  that  the  act  does  require  that  we 
have  auditable  financial  statements  and  that  we  be  in  a  position 
to  issue  them,  and  for  that  reason  we  say  that  we  certainly  have 
gone  through  the  process  of  securing  those  audits. 

And  obviously  what  is  going  to  be  happening  govemmentwide 
when  this  act  is  put  in  place,  those  audits  are  going  to  disclose  or 
should  disclose  the  problems  that  the  act  anticipated  existed  in 
government,  and  so  we  will  definitely  disclose  that  in  two  of  our 
largest  bureaus,  which  is  of  g^eat  concern  to  us. 

So  for  that  reason  we  are  very  concerned  about  it  and  can  see 
it  as  a  deficiency.  We  are  not  taking  it  any  other  way  than  that. 

Secretary  Bentsen,  had,  as  I  said,  a  personal  one-on-one  meeting 
to  not  only  encourage  compliance  but  rather  to  extract  a  commit- 
ment from  each  of  the  heads  of  these  three  bureaus  that  got  dis- 
claimers. That  is,  as  you  said,  unauditable. 

I  do  want  to  disclose  that  for  1991  we  had  audit  opinion  on  six 
different  opinions  for  our  bureaus.  And,  from  that,  for  fiscal  year 
1993  we  now  have  11,  and  we  do  have  7  that  are  unqualified — the 
three  disclaimers,  as  you  said,  for  exception.  That  is  the  bulk  of  it, 
but  we  are  auditing  90  percent  of  our  operating  budget,  and  it  is 
disclosing  these  kinds  of  concerns.  We  are  auditing  80  percent  of 
the  Department's  revenues  and  collections,  which  is  $1.2  trillion. 

Mr.  Cox.  I  think  that  is  an  accurate  statement,  and  I  accept  that 
as  reflecting  what  the  CFO  Act  requires,  which  is  my  understand- 
ing of  the  law  as  well.  I  am  certainly  interested  in  seeing  that  the 
CFO  Act  be  complied  with. 

I  was  troubled  by  the  provision  in  testimony  submitted  by  Mr. 
Cesca,  and  I  think  that  this  is  perhaps  just  a  phraseology,  but  I 
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want  to  make  sure  we  are  clear  about  it.  The  written  testimony 
said,  the  Department  has  fully  met  its  obligations  to  produce  au- 
dited financial  statements  for  the  entities  specified  by  the  act,  since 
IRS  and  Customs  as  well  as  the  Mint  are  independently  covered  by 
that  legal  requirement. 

I  think  your  statement,  Mr.  Munoz,  is  accurate,  that  it  does  not 
do  to  say,  well,  we  just  couldn't  produce  financial  statements  that 
were  audited,  and,  therefore,  we  comply  with  the  act.  We  have  got 
to  move  into  a  position  where  we  are  in  compliance,  which  brings 
us  then  to  the  timetable  on  which  we  accomplish  that. 

There  aren't,  apparently,  adequate  legal  remedies  for  anyone  to 
sue  in  court  to  enforce  this  law,  so  we  are  just  in  a  position  of  hav- 
ing Treasury  be  in  violation  of  it. 

We  have  gotten  testimony  here  from  the  Financial  Executives  In- 
stitute. It  is  written  testimony  because  the  witness  was  unable  to 
attend.  I  will  just  refer  to  it  briefly. 

The  Financial  Executives  Institute,  as  you  know,  comprises 
CFO's  from  across  the  country,  from  thousands  of  private  sector  or- 
ganizations. They  have  a  Government  Affairs  Committee  that  went 
over  your  financial  statements,  and  what  they  say  are  two  things. 

First,  that  the  lack  of  compliance  now  quoted  would  simply  not 
be  tolerated  in  the  private  sector.  If  this  were  to  happen,  the  SEC 
would  halt  trading  in  company  stock.  Senior  management,  includ- 
ing the  CFO,  would  find  themselves  out  of  a  job. 

They  also  complain  that,  just  as  we  found  in  our  hearing  con- 
cerning the  Department  of  Commerce  a  few  weeks  back,  that  the 
position  of  CFO  in  Treasury  seems  simply  to  have  added  the  CFO 
title  and  responsibilities  to  the  Associate  Director  for  Administra- 
tion. 

Mr.  Cox.  To  quote,  "It  seems  that  the  primary  responsibility  for 
this  division  is  largely  administrative  and  that  the  CFO  duties 
were  merely  tacked  on." 

That  is  a  criticism  that  GAO  levels  going  back  more  than  a  year, 
and  it  is  also  repeated  in  testimony  we  will  hear  from  the  GAO 
later  today. 

Your  testimony,  on  the  other  hand,  you  tell  us  that  you  should 
encourage  dilution  of  the  CFO's  responsibilities  and  extension  of 
what  the  statute  clearly  focuses  on  to  other  things  not  typically 
considered  the  responsibility  of  the  chief  financial  officer. 

Given  the  fact  that  you  have  failed  in  meeting  your  statutory  re- 
sponsibility, given  the  fact  that  you  have  other  things  that  are  dis- 
tracting you  from  what  is  admittedly  an  enormous  responsibility, 
why  is  it  that  we  shouldn't  seek  to  throw  more  manpower  at  this 
and  seek  to  give  you  more  opportunity  to  focus  and  be  of  assistance 
to  the  CFO's  that  report  to  you  rather  than  to  permit  you  to  in- 
dulge in  these  other  activities? 

Mr.  MuNOZ.  Sir,  I  would  be  happy  to  respond.  In  fact,  the  testi- 
mony that  you  make  mention  to,  it  reminds  me  of  when  I  was 
studying  for  accounting  and  going  for  my  CPA.  I  learned  that  it 
was  the  bank  failures  that  brought  about,  in  1933,  the  SEC  Act, 
and  it  brought  about  a  lot  of  accounting  requirements,  which  is 
very  similar  to  where — I  believe  where  government  just  now  is  en- 
tering into  in  terms  of  respectability  for  accounting  and  procedures 
in  terms  of  controls  and  the  like. 
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But  in  those  years,  because  I  had  done  some  studies  along  these 
ways,  very  few  companies  could  actually  meet  and  comply  with  the 
Securities  Act  of  1933  and  very  few  could  meet — comply  with  all 
the  new  accoimting  standards  that  were  being  produced.  In  fact, 
the  whole  rush  in  the  private  sector  was  to  try  to  comply  with  this, 
and  really  now  it  has  become  a  routine  matter. 

Everyone  is  convinced  of  the  usefulness  for  management  pur- 
poses of  financial  data — government,  the  public  sector — thanks  to 
the  CFO  Act,  thanks  to  other  related  acts  like  the  Government  Per- 
formance and  Results  Act,  what  the  National  Performance  Review 
is  trying  to  push  out,  that  this  subcommittee  is  trying  to  push  for. 
Now  I  believe  that  we  are  sort  of  where  the  private  sector  was 
awhile  ago. 

Mr.  Cox.  Which  date  are  you  referring  to,  when  those  public 
companies  could  not  comply  with  the  accounting  requirements  of 
the  1933  act? 

Mr,  MuNOZ.  Right,  when  it  passed. 

Mr.  Cox.  In  1933? 

Mr.  MuNOZ.  Yes.  Right  when  that  act  said  our  companies  need 
to  have  these  kinds  of  things.  Obviously,  they  weren't  prepared.  I 
believe  that  is  where  we  are  now.  Now  it  is — I  think  that  most, 
even  small  startup  companies,  using  Quicken  and  other  types  of 
off-the-shelf  accounting  systems,  they  just  believe  in  that  kind  of 
thing. 

I  am  sure  if  government  was — also  had  required — I  believe  that 
the  CFO  Act  will  do  the  same  for  the  public  sector,  for  Federal  Gov- 
ernment, what  the  Securities  Act  did  and  what  the  Accounting 
Standards  Board  and  others  have  done;  and  I  do  believe  we  will  get 
there.  And  we  should  get  there  as  fast  as  possible,  and  I  am  cer- 
tainly committed  to  doing  that. 

I  am  not  totally  surprised.  Otherwise,  there  would  have  been  no 
real  need  for  the  act.  I  am  not  totally  surprised.  I  believe  the  num- 
ber, and  I  will  refer  to — maybe  Mr.  Cesca  knows  that,  but  I  believe 
that  at  least  50  percent  of  the  government  agencies  off  the  bat 
could  not  render  an  auditable  opinion,  and  therefore,  sure  enough, 
the  CFO  Act  did  disclose  the  problem.  It  would  underlie  what 
prompted  the  CFO  Act. 

Mr.  Cox.  I  just  want  to  get  you  back  to  the  question,  which  is 
your  job  responsibility. 

Mr.  MuNOZ.  Right.  That  is  what  I  will  get  to.  It  seems  to  me,  be- 
cause it  is  really — we  are  starting  off  with  trying  to  shift  gears,  if 
you  will,  at  the  agency  level,  so  that  we  are  concerned  with  finan- 
cial management,  we  are  concerned  with  the  internal  control  sys- 
tem, that  rather  than  having  that  responsibility  delegated  to  an  ac- 
counting type — rather,  that  is,  a  green-eye-shade-type  person  that 
has  no  other  responsibilities  other  than  to  say,  give  me  credible  re- 
ports and  give  me  data  that  is  well  integrated  and  the  like.  It 
seems  to  me  that  that  will  not  necessarily  happen. 

But  the  statute  on  the  books  needs,  in  order  for  it  to  be  imple- 
mented, I  believe,  that  those  who  are  in  charge  of  implementing  it 
_     need  as  much  leverage,  as  much  at  their  disposal  to  bring  it  about. 
I        For  example,  the  act  talks  about  making  sure  that  financial  per- 
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Act.  Under  my  job  description,  I  have  personnel  functions  reporting 
to  me.  I  think  that  faciHtates 

Mr.  Cox.  But  all  personnel  functions? 

Mr.  MUNOZ.  Yes,  sir,  not  just  those. 

Mr.  Cox.  Notjust  those  dealing  with  CFO  responsibilities? 

Mr.  MuNOZ.  Exactly.  It  goes  beyond  that. 

Mr.  Cox.  And  that  is  an  enormous  responsibility,  isn't  it? 

Mr.  MuNOZ.  It  can  be,  but  Treasury  is  a  well  functioning  agency, 
and  in  Treasury's  case,  this  is  not  a  responsibility  that  takes  away 
necessarily  from  my  focus  on  CFO. 

Mr.  Cox.  To  use  your  private  sector  analogy,  given  that  firms 
since  1933  have  certainly  accomplished  the  objectives  of  complying 
with  that  law,  do  you  find  it  common  that  human  resources  and 
the  Chief  Financial  Officer  are  the  same  person  in  a  company  the 
size  of  Treasury? 

Mr.  MUNOZ.  I  think  in  today's  world  it  would  be  a  mistake  if  the 
company  is  well  advanced  in  it,  and  I  think  when  we,  Treasury  and 
other  agencies,  get  to  where  we  should  be,  then  I  do  believe  at  that 
instance 

Mr.  Cox.  I  read  that  in  your  testimony.  I  find  that  exactly  back- 
wards. Once  everything  is  running  fine,  then  I  suppose  we  could 
free  up  the  CFO  to  go  do  something  else.  But  when  you  have  got 
this  incredible  list  of  things  to  do  and  they  are  not  done,  why  is 
it  that  that  is  the  point  at  which  we  give  you  all  sorts  of  other  re- 
sponsibilities, things  that  we  also  want  to  look  after  because  they 
are  equally  important? 

Mr.  MuNOZ.  On  Treasury's  side,  I  believe  that  in  order  to  get  the 
things  done,  in  order  to  make  sure  that  when  we  formulate  the 
budget,  when  we  look  at  the  information  resource  systems  that  we 
are  looking  at,  I  put  as  much — for  example,  in  our  budget  proposal 
for  1996,  $11  million  out  of  $18  million's  worth  of  initiatives  that 
the  Secretary  signed  on — and  that  is  not  very  many  initiatives,  but 
$11  million  were  completely  dedicated  toward  CFO  implementa- 
tions; and  our  office  was  able  to  do  that,  identify  more  concretely 
all  the  different  areas  that  can  come  into  play. 

We  think  we  are  making — ^if  anything,  I  would  just  like  to  have, 
for  the  subcommittee's  consideration,  we  think  we  are  making  a 
bigger  impact  faster  because  of  the  total  amount  of  resources  and 
leverage  that  we  can  bring  to  the  table  to  make  sure  that  the  CFO 
Act  is  complied  with. 

Mr.  Cox.  I  would  just  refer  to  your  own  testimony.  IRS  has  a 
total  of  44  GAO  recommendations,  according  to  your  testimony,  of 
which  22  or  50  percent  have  been  either  completed  or  actions  in 
progress.  To  restate  that  in  plain  English,  22  of  the  GAO  rec- 
ommendations you  have  either  done  or  you  are  working  on  them. 
The  other  22  you  are  apparently  not  even  working  on. 

I  will  refer  to  just  one  of  them  because  I  think  it  relates  directly 
to  Mr.  Murphy  s  testimony  about  the  standard  general  ledger, 
something  which  I  agree  is  of  great  importance. 

One  of  the  recommendations  that  apparently  Treasury  is  not 
even  working  on  relates  to  the  GAO's  criticism  that  important  IRS 
revenue  information  is  unavailable  or  unreliable.  It  seems  to  me 
that  when  we  are  talking  about  $1.2  trillion  in  revenues  that  IRS 
reports,  that  this  is  definitionally  material. 
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The  GAO  recommendation  was:  Establish  detailed  procedures 
for,  No.  1,  reviewing  manual  entries  to  the  general  ledger  to  ensure 
that  they  have  been  entered  accurately;  and  No.  2,  subjecting  ad- 
justing entries  to  supervisory  review  to  ensure  that  they  are  appro- 
priate and  authorized. 

There  are  four  categories  of  status  for  various  recommendations 
made  by  GAO — action  complete,  action  in  progress,  action  in  plan- 
ning or  planning  complete,  and  no  specific  action  planned.  And  no 
specific  action  is  even  planned  with  respect  to  that  recommenda- 
tion. Why? 

Mr.  MUNOZ.  We  actually  have  all  of  the  recommendations  that 
GAO  has  brought  to  us,  we  are  working  on  them  now. 

Mr.  Cox.  This  comes  out  of  this  document,  right,  from  June  of 
this  year,  financial  audit,  examination  of  IRS's  fiscal  year  1993  fi- 
nancial statements?  I  just  suggest  that  when  CFO's  from  across 
America  take  the  time  to  take  a  look  at  your  operation  and  they 
say,  this  is  a  serious  shortcoming,  it  is  a  management  shortcoming; 
it  is  not  a  green-eye-shade  problem,  it  is  a  structural  problem,  it 
is  an  attention  problem,  that  when  GAO  says  the  same  thing,  that 
we  ought  to  take  it  seriously. 

But  I  understand  your  point,  and  I  certainly  wouldn't  want  to  re- 
strict the  CFO,  if  he  or  she  were  going  to  be  a  sturdy  CFO  and 
have  one  capable  of  getting  the  job  done,  to  so-called  green-eye- 
shade  functions.  This  is  supposed  to  be  management.  But  I  think 
if  we  model  ourselves  on  substantial  institutions  in  the  private  sec- 
tor that  produce  financial  statements  that  other  people  can  use  and 
that  their  managers  can  use,  we  will  find  that  they  are  not  green- 
eye-shade  types  either.  They  are  managers.  And  that  is  really  what 
we  are  after  here. 

I  also  want  to  credit  you  and  all  of  the  CFO's  that  stood  up  on 
every  other  panel — this  is  something  that  I  mentioned  when  we 
had  our  hearing  with  the  Department  of  Commerce — because  the 
greater  problem  in  the  agencies  is  that  most  people  don't  have  the 
authority  that  all  of  you  have.  We  know  what  the  law  says.  We 
know  what  this  subcommittee  is  exhorting  you  to  do,  and  yet  we 
know  that  when  you  go  back  to  work  at  Treasury — but  more  to  the 
point,  all  the  rest  of  the  agencies  of  the  Government  are  going  to 
be  off  doing  their  usual  thing,  and  this  is  going  to  be  one  of  thou- 
sands of  things  that  they  might  concern  themselves  with  in  the 
course  of  a  week. 

So  our  job  really  is  to  get  things  focused,  first,  from  a  manage- 
ment standpoint,  which  is  impossible  for  us  doing  oversight  to  do 
much  more  than  that.  We  certainly  can't  perform  the  green-eye- 
shade  functions  on  this  subcommittee. 

But  then  second,  to  judge  the  results.  And  for  all  of  the  progress 
that  has  been  made  in  instituting  structures,  management  struc- 
tures to  accomplish  the  result,  we  still  find  ourselves  very  far  short 
of  achieving  the  result  of  audited  financial  statements  for  the  larg- 
est components  of  Treasury. 

Mr.  Murphy  stated  a  laudable  goal  that  Treasury  and  0MB  and 
GAO  working  together  seek  to  achieve,  and  that  is  government- 
wide,  audited  financial  statements  by  fiscal  year  1997.  Commerce 
told  us  they  are  not  going  to  be  ready  until  1998.  The  IRS  has 
talked  about  7  or  8  years  and  given  that  the  Service  is  one  of  the 
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major  parts  of  Treasury,  I  wonder  how  you  plan  to  reconcile  the 
Service's  rather  extended  timetable  with  your  own  more  aggressive 
one. 

Mr.  MUNOZ.  The  Service  and  Treasury  are  in  line  with  the  com- 
mitment. The  commitment  that  they  have  made  to  us  and  that  we 
have  made  with  them  in  terms  of  working  this  out  was  for  fiscal 
year  1996  we  would  have  auditable  opinions  coming  out  of  the  In- 
ternal Revenue  Service,  as  well  as  Customs  and  the  Mint,  the  au- 
dited financial  statements  of  fiscal  year  1996. 

I  don't  know  how  many  other  agencies,  and  I  would — I  would — 
we  welcome  very  much  coming  here  this  morning  because  it 
reemphasizes,  and  that  is  why  a  lot  of  the  folks  from  our  bureaus 
are  here,  because  they  want  to  hear  about  the  frustrations  you  just 
articulated,  and  this  reinforces  the  Secretary's  extracting  the  com- 
mitment. Nobody  asked  the  Secretary  to  extract  this  commitment, 
but  you  see  before  you  a  lot  of  persons  who  like  hearing  what  you 
just  said,  because  we  do  read  the  statute  as  seriously  as  you  just 
articulated. 

We  brought  it  to  the  attention  of  Secretary  Bentsen  as  one  of  the 
first  things  that  he  looked  at.  He  said,  I  will  not  tolerate  this.  This 
will  be  a  well-running  machine  by  the  time  his  administration  ends 
the  first  term,  and  so  the  commitment  was  for  fiscal  year  1996. 

So  we  think  that  people  are  what  makes  the  difference  here  in 
the  leadership,  and  the  folks  that  are  here  today  in  the  audience 
are  the  ones  that  make  this  work.  And  I  don't  know  how  many 
other  agencies  you  have  been  able  to  secure  commitments  as  op- 
posed to  estimates.  The  IRS  did  say  that  the  TSM  on  its  natural 
discourse  would  be  fully  functional  7  years  out,  but  in  terms  of 
auditable  items  in  it,  our  target  is  still  fiscal  year  1996. 

Mr.  Cox.  I  referred  in  my  opening  statement  to  the  length  of 
time  that  we  understand  it  will  take  to  fully  implement  TSM.  And 
I  just  suggest,  as  you  have  heard  testimony  from  others  last  time, 
that  in  addition  to  the  TSM  track,  that  there  be  a  dumped  down 
track,  that  we  seek  to  produce  financial  statements  on  a  shorter 
timetable  without  all  the  bells  and  whistles  that  will  enable  us  to 
get  something  sooner,  so  that  we  don't  put  all  our  eggs  in  one  bas- 
ket in  case  it  ends  up  taking  longer  than  we  hoped  and  in  case  it 
produces  problems  we  haven't  anticipated. 

Mr.  Murphy,  you  reminded  me  of  Gene  Roddenberry  or  Isaac 
Asimov  when  you  were  talking  about  prototype  financial  state- 
ments for  the  whole  government  with  balance  sheets  and  so  on.  I 
am  glad  that  you  are  daring  to  go  where  no  man  has  gone  before. 

Mr.  Murphy.  For  years  we  didn't  get  much  encouragement. 

Mr.  Cox.  And  I  wonder  in  that  connection  whether  you  have 
found  it  to  be  helpful  to  use  outside  accounting  firms.  Perhaps  I 
should  address  this  question  to  you,  Mr.  Cesca.  Nine  outside  ac- 
counting firms  or  at  least  nine  audits. 

Mr.  Cesca.  Nine  audits  conducted  outside. 

Mr.  Cox.  Conducted  by  outside  accounting  firms.  Which  entities 
were  covered  and  how  did  that  work?  How  did  you  get  the  money 
from  the  agency  to  do  that?  Did  it  speed  things  up  at  all? 

Mr.  Cesca.  Well,  one  of  the  reasons  why  we  have  contracted  with 
outside  accounting  firms  is  that  we  as  an  office  did  not  have  the 
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expertise  in-house  to  perform  those  kind  of  audits.  Consequently, 
a  decision  was  made  to  contract  out. 

The  mechanism  by  which  the  fimding  was  made  available  was 
one  of  two  ways — one,  in  which  the  agency  itself  contracted  out  the 
audit  work.  The  second  method  was,  funds  were  transferred  to  our 
budget  and  then  we  contracted  out  the  work.  But  in  all  cases 

Mr.  Cox.  When  you  say  funds  were  transferred,  you  mean  funds 
were  transferred  by  the  Secretary  into 

Mr.  Cesca.  By  the  agencies  whose  statements  were  required  to 
be  audited.  The  funds  for  those  audits  were  transferred  to  our 
budget,  and  it  was  then  our  responsibility  to  contract  out  the  audit 
work  with  public  accounting  firms. 

In  every  case,  whether  the  funds  were  expended  from  our  appro- 
priation, or  the  funds  were  expended  from  the  Bureau's  appropria- 
tion, we  provided  an  oversight  capability  to  the  audit  work  that 
was  performed  to  assure  that  it  was  in  compliance  with  the  general 
accepted  government  auditing  standards. 

Some  of  the  work  that  was  contracted  out  dealt  with  some  of  the 
trust  fund  audits,  the  working  capital  fund  audits,  the  audit  of  the 
Bureau  of  Engraving  and  Printing,  the  Office  of  Comptroller  of 
Currency,  the  audit  of  the  Office  of  Thrift  Supervision,  the  Bureau 
of  the  Mint.  Those  were  some  of  the  audits  that  we  entered  into 
contracts  for  audit  work. 

Mr.  Cox.  And  did  that  speed  up  the  process  as  a  result,  since  you 
didn't  have  that 

Mr.  Cesca.  Well,  it  certainlv — I  say  that  it  did  because  that  be- 
came an  option  that  was  available  to  us  as  it  applies  to  satisfying 
that  requirement. 

Mr.  Cox.  Well,  I  was  very  interested  to  see  that,  and  also  that 
you  did  the  same  thing,  you  hired  expertise  for  ADP  and  statistical 
sampling. 

Mr.  Cesca.  Well,  we  took — basically,  we  learned  that  lesson  from 
the  General  Accounting  Office.  I  mean,  they  found  a  need  to  con- 
tract out  for  those  kinds  of  services;  and  we,  likewise,  feel  that 
there  was  a  need  for  us  to  contract  out  those  very  same  services 
in  order  for  us  to  satisfy  our  responsibilities. 

We  have  not  yet  entered  into  those  contracts,  but  we  will  during 
this  year  to  satisfy  the  audit  for  the  fiscal  year  1994  statement. 

Mr.  Cox.  Well,  I  thank  you  very  much.  I  want  to  yield  time  to 
others.  I  could  just  mention  that  I  had  a  chance  during  the  break 
to  be  introduced  to  Valerie  Lau,  and  I  understand  that  as  soon  as 
the  Senate,  the  other  body,  deems  it  appropriate,  she  will  be  on  the 
job.  I  hope  that  is  very,  very  soon.  Thank  you. 

Mr.  Spratt.  Let  me  turn  to  Mr.  Green.  Then  we  will  come  to  Mr. 
Horn. 

Mr.  Green. 

Mr.  Green.  Thank  you,  Mr.  Chairman.  I  will  be  as  brief  as  I  can 
because  I  know  we  have  another  panel.  After  hearing  the  testimony 
a  couple  weeks  ago  from  Commerce,  I  would  like  to  congratulate 
the  Treasury  Department,  although  judging  from  the  testimony 
today,  we  still  have  a  long  way  to  go,  but  you  are  much  further 
along  than  Commerce  is. 

But  let  me  follow  up  a  little  bit  on  what  my  colleague,  Mr.  Cox, 
talked  about  in  the  joint  responsibility.  The  testimony  we  heard  2 
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weeks  ago  from  Commerce  was  that,  just  like  yours,  it  gives  you 
that  stick  to  be  able  to  get  the  attention  of  having  this  other  re- 
sponsibility, whether  it  is  personnel  or  anything  else;  and  I  guess, 
sharing  his  concern,  what  could  we  do  to  beef  up  the  CFO  to  give 
you  that  stick  without  having  to  have  these  other  responsibilities? 

Because  even  though  Treasury  is  much  better,  you  still  have 
work  to  do  and  because  there  are  only  24  hours  in  a  day,  it  seems 
like  having  these  other  responsibilities  may  be  taking  that  time 
away,  even  if  it  is  just  used  as  an  effort  to  comply  with  the  CFO 
Act. 

Mr.  MUNOZ.  I  think  that  just  being  supportive  as  you  have  been. 
The  CFO  Act  itself  was  a  well  thought  out  document,  because  with- 
in the  CFO  Act,  it  talks  about  financial  components  of  manage- 
ment, but  it  also  talks  much  about  personnel  and  management 
items  and  performance  measurements. 

At  Treasury,  these  other  items,  while  they  may  be  under  my  ju- 
risdiction, my  best  estimate  is  that  at  least  75  percent  of  my  time, 
at  least  75  percent  of  my  time,  is  right  on  financial  management 
issues. 

The  other  items  are  integrated  but  part  of,  for  now,  the  dif- 
ferences or  the  impact  that  we  want  to  have  on  all  bureaus,  as  well 
as  the  Department,  to  make  sure  that  we  are  in  compliance  with 
internal  control  systems  and  the  like. 

I  think  that  by  having  these  kinds  of  hearings,  by  having  agen- 
cies prepared  to  report  as  to  where  they  are  in  terms  of  implemen- 
tation, by  being  supportive  of  the  CFO  Council,  I  thought  there  was 
a  lot  of  foresight  in  creating  that  Council. 

That  Council,  just  its  mere  existence  in  sharing  of  benchmarking, 
sharing  of  best  examples,  has  done  a  lot  also  to  bring  other  agen- 
cies up  to — a  little  bit  more  up  to  par  of  where  they  should  be.  I 
think  just  continued  endorsement  of  the  Council  would  be  helpful. 

Mr.  Green.  We  have  spent  some  time  working  with  Customs, 
and  I  know  that  implementation  is  a  particular  problem  with  the 
CFO  Act.  I  am  also  aware  of  the  proposed  reorganization,  and  I 
know  it  is  being  considered  in  Treasury  now,  and  I  spent  some 
time  in  the  last  lew  weeks  working  on  that. 

Will  this  reorganization  effort,  which  I  know  is  a  major  issue  at 
Customs — decrease  or  increase  the  problems  with  the  CFO  as  de- 
scribed by  the  GAO  and  the  testimony  we  are  going  to  hear? 

Mr.  MuNOZ.  We  see  it  as  an  opportunity,  as  does  the  Commis- 
sioner, as  does  Commissioner  Weiss.  In  this  reorganization,  we  saw 
it  as  a  reason  for  pointing  out  all  the  deficiencies  that  GAO  has 
pointed  out  in  not  getting  a  auditable  opinion — an  auditable  situa- 
tion over  at  Customs. 

Part  of  the  reorganization,  as  an  example,  is  that  we  are  requir- 
ing at  the  Department  that  a  CFO  be  identified,  and  one  has  been 
identified  already  for  Customs,  and  that  person  is  present  here 
today;  and  second,  that  the  Chief  Financial  Officer  be  given  a  lot 
of  authority  over  operations  in  terms  of  getting  in  there,  securing 
information,  documents,  and  recommending  changes,  so  you  do 
have  an  accounting  system  for  its  revenue  generation,  the  account- 
ing. 

So  the  reorganization,  in  a  way,  provides  us  a  ready  forum  by 
which  to  ask  that  all  of  these  things  be  complied  with. 
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Mr.  Green.  I  just  couldn't  help  but  grin  when  you  said  that  the 
Treasury  and  the  IRS  are  thought  of  as  very  efficient  and  user 
friendly.  And  obviously  you  haven't  been  back  to  Texas  very  often. 
I  don't  know  about  Chicago,  but  it  is  very  efficient,  and  obviously 
as  a  Federal  Government  we  need  that  because  that  is  the  original 
intent  of  it,  but  I  couldn't  help  but  just  kind  of  smile,  and  I  am  sure 
if  there  is  press  here  today,  that  may  be  the  quote  that  we  all  see 
in  the  media.  But  thank  you,  Mr.  Chairman. 

Mr.  Spratt.  Mr.  Horn. 

Mr.  Horn.  Thank  you  very  much,  Mr.  Chairman. 

Let  me  ask  Mr.  Cesca  first,  you  might  be  the  best  one  to  ask  this 
question.  I  am  concerned  about  the  degree  to  which  our  imports, 
through  the  various  ports — air,  ship,  whatever — into  the  United 
States  are  examined  and  whether  we  collect  sufficient  revenue 
from  that.  As  I  understand  it,  92  percent  of  our  imports  are  not  ex- 
amined. 

Are  there  any  studies  that  have  been  done  by  the  Inspector  Gen- 
eral or  perhaps  by  GAO  that  compare  the  random  sample  ap- 
proach, or  whatever  sampling  approach  Customs  is  now  using,  and 
how  they  go  about  that  with  perhaps  a  demonstration  of  the  full 
analysis: 

We  are  talking,  I  realize,  about  thousands  of  containers  coming 
through  the  ports  of  Los  Angeles  and  Long  Beach,  both  of  which 
are  in  my  district,  but  I  have  a  feeling  we  could  do  a  lot  better  than 
we  are,  and  that  is  point  one. 

Point  two,  I  want  to  then  ask  the  representatives  of  the  adminis- 
tration here,  to  what  degree  are  we  asking  for  sufficient  personnel 
to  do  this  job  since  this  is  a  revenue  generating  position,  and  what 
are  the  data  as  far  as  the  amount  of  money  per  Customs  officer  as- 
signed to  this  that  is  generated? 

Mr.  Cesca.  Mr.  Horn,  I  would  like  to  refer  that  question  to  our 
Assistant  IG  for  Audit. 

Mr.  Horn.  Fine. 

Mr.  Weinstein.  Yes,  GAO's  recent  audit  conducted  for  fiscal  year 
1993  identified  that  Customs  does  not  have  sufficient  sampling  pro- 
cedures in  place  to  determine  how  well  and  how  efficiently  it  is  in- 
specting all  of  the  incoming  cargo  for  trade  compliance  and  for  rev- 
enue collection.  As  a  result,  Customs  is  now  in  the  process  of  work- 
ing to  develop  enforcement  measures  using  some  of  the  GAO  tech- 
niques to  randomly  sample  cargo  and  make  assessments  as  to  the 
trade  compliance.  This  was  really  one  of  the  more  significant  find- 
ings that  resulted  from  the  GAO  audit. 

Mr.  Horn.  What  type  of  timetable  has  been  set  up  to  fulfill  that 
recommendation? 

Mr.  Weinstein.  I  believe  that  Customs  has  started  to  expand  its 
enforcement  compliance  reviews;  and  they  have,  as  I  recall,  tested 
five  different  industries.  Customs  expects  to  expand  that  into  fiscal 
year  1995  and  have  much  greater  coverage  of  the  major  industries 
that  import  goods  into  the  United  States. 

Mr.  Horn.  Are  there  any  early  returns  as  to  what  they  found? 

Mr.  Weinstein.  I  believe  that  the  reviews  that  Customs  has  per- 
formed for  four  or  five  industries  identified  that  there  was  not  as 
great  compliance  as  it  had  expected,  and  that  there  was  some  loss 
of  revenue. 
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The  revenue  loss  wasn't  significant,  but  there  were  problems 
with  respect  to  compliance  with  Customs'  regulations.  That  is  im- 
portant because  Customs  needs  accurate  information  coming  in 
from  importers  so  they  can  target  their  work  properly;  and  the  in- 
formation as  provided  by  the  trade  community  is  used  for  other 
compliance  measures,  trade  statistics,  and  that  has  other  ramifica- 
tions for  the  government. 

Mr.  Horn.  Well,  I  agree,  and  as  Members  of  Congress,  we  have 
all  used  trade  data,  but  the  more  we  ask  questions  about  it,  par- 
ticularly on  the  success  of  NAFTA,  which  a  number  of  us  strongly 
supported,  you  wonder  if  you  can  really  back  it  up  when  you  get 
down  in  the  bowels  of  the  organization,  and  are  we  calling  the 
same  thing  the  same  name  type  of  thing,  very  fundamental  aspects 
of  accountability. 

Mr.  Munoz,  do  you  have  any  comment  on  this  from  the  stand- 
point of  the  Department?  Have  you  got  Customs  on  a  time  line  in 
terms  of  implementation?  And  if  so,  what  is  the  time  line? 

Mr.  Munoz.  First,  I  do  want  to  say  that  we  are  focusing  on  com- 
pliance. For  the  IRS,  as  an  example,  that  is  one  bureau  that  we 
have  under  Treasury  where  it  is  important  that  we  determine  what 
the  voluntary  compliance  level  is;  and  Commissioner  Richardson 
there  has  said  that  she  would  like  to  raise  that  compliance  level 
to  the  92  percent  level. 

At  Customs  and  the  other  agencies,  we  don't  have  those  kinds  of 
statistics,  we  don't  have  that  figure,  and  for  that  reason,  GAO 
made  the  finding  that  it  did. 

I  would  like  to — if  it  is  OK,  sir,  I  would  like  to  introduce  also  for 
this  subcommittee  the  Deputy  CFO  at  Treasury.  He  and  his  staff 
are  the  ones  who  work  very,  very  closely  with  the  bureaus  on  many 
of  these  issues.  Let  me  defer  to  Ed  Verburg. 

Mr.  Verburg.  Yes,  sir,  thank  you. 

We  have  been  working  with  Customs.  Customs  has  a  project 
manager  who  has  been  working  full  time  on  this  issue  the  last  IV2 
years.  Particularly,  this  ties  right  into  the  revenue  accounting  sys- 
tem. We  are  trying  to  build  that  system.  It  is  not  what  it  needs  to 
be. 

We  asked  for  $2.9  million  in  our  1995  budget.  I  am  pleased  to 
say  that  the  House  acted  favorably  on  that  and  we  are  awaiting  re- 
sponse from  the  Senate  for  those  resources  to  be  able  to  carry  for- 
ward the  actual  sampling,  random  sampling  techniques  that  are  a 
part  of  this  system. 

We  have  been  working  closely  with  them  on  this  and  are  encour- 
aged by  the  strong  support  on  this  effort. 

Mr.  Horn.  Did  we  ask  for  more  personnel  or  are  we  awaiting  the 
results  of  this  study  as  to  the  degree  to  which  particular  random 
samples  are  appropriate,  and  should  we  go  to  much  more  than  a 
random  sample  or  much  larger  of  a  random  sample? 

Mr.  Verburg.  I  think  some  of  that  will  come  out  of  results  of 
these  five  initial  reviews  they  have  done  in  terms  of  how  much 
they  need  to  increase  the  samples  and  what  statistically  needs  to 
be  backed  up  in  terms  of  their  system.  They  are  looking  closely  at 
these.  Again,  the  resources  we  asked  for  in  the  1995  budget  are 
meant  to  move  them  forward. 
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Mr.  Horn.  What  type  of  deadline  do  we  have  for  completion  of 
this  analysis? 

Mr.  Verburg.  There  is  a  project  schedule  associated  with  that. 
We  will  provide  that  for  the  record. 

Mr.  Horn.  Would  you,  please?  Mr.  Chairman,  I  would  like  that 
included  at  this  point  in  the  record. 

Mr.  Spratt.  If  you  could  supply  that,  that  would  be  very  useful. 

[The  information  follows:] 
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1.  Introduction 


A.   Project  Description 

The  U.S.  Customs  Service  is  in  the  process  of  reviewing  all  of  its 
operational  procedures  to  ensure  that  the  agency  is  providing 
maximized  services,  setting  priorities  for  functional  requirements,  and 
properly  allocating  its  resources.  This  review  crosses  all  parts  of  the 
agency  and  all  systems,  both  automated  and  manual,  within  the 
agency.  One  of  the  major  automated  systems  within  the  agency,  is  the 
Automated  Commercial  System  (ACS).  ACS  is  the  principal  means  of 
determining  which  cargo  shipments  will  be  subject  to  general  or 
intensive  examination,  and  which  entries  will  be  reviewed  for  duty 
assessment  validation.  The  Selectivity  Systems  were  designed  as  part 
of  ACS  to  both  distinguish  high  risk  shipments  for  inspection  while 
expeditiously  releasing  low  risk  cargo,  and  to  refer  high  risk  entry 
summary  lines  to  import  specialists. 

As  part  of  the  on-going  review  and  updating  of  automated  systems, 
Customs  has  embarked  on  a  redesign  of  the  current  Selectivity  System. 
This  project.  Selectivity  Redesign,  is  composed  of  three  separate  but 
integrated  elements.  These  elements,  Compliance  Measurement, 
Analytical  Targeting,  and  Trend  Analysis,  were  established  to  develop 
and  implement  uniform  compliance  measurement  procedures  for  Cargo 
Entry  and  Entry  Summary,  and  to  provide  better  mechanisms  for 
targeting  high  risk  importations. 

Selectivity  Redesign  -  Analytical  Targeting  provides  Customs  the 
capability  to  enhance  Customs  employment  of  selectivity  in  managing 
the  significant  number  of  importations  that  cross  United  States  borders 
daily.  This  enhancement  to  the  installed  ACS  employs  a  discriminant, 
analytical  methodology  for  selectivity,  using  statistically  driven  profiles 
of  the  established  commodity  groups  to  assess  potential  risks. 

This  analytical  targeting  system  will  be  rule-based,  and  uses  two 
concepts  which  the  expert,  field  development  group  have  termed 
triggers  and  discriminators.  A  trigger  is  a  condition  which  compares  a 
data  element  in  a  particular  entry  line  to  a  profile.  If  the  element  is  not 
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contained  in  the  profile,  or  deviates  greatly  from  the  profile,  the  entry 
line  will  be  referred  to  a  Customs  official  for  review. 

A  discriminator  operates  in  a  similar  fashion  to  a  trigger,  although 
deviation  by  a  discriminator  from  a  profile  in  and  of  itself,  will  not 
cause  an  entry  line  to  be  referred  for  review.  Discriminators  are  used 
as  a  scoring  mechanism  to  score  entries  against  a  variety  of  elements. 
Only  those  elements  whose  total  score  is  above  an  established  threshold 
will  be  referred  for  further  review. 

This  approach  is  different  from  the  criteria-based  approach  in  use 
today.  This  discriminant  function  technology  is  the  focal  point  of  the 
redesigned  selectivity  elements.  This  approach  is  significantly  different 
from  other  types  of  automated  risk  assessment  currently  in  use  by  the 
ACS.  It  is  distinct  from  the  past  methodology  in  the  way  that  it  focuses 
on  the  Customs  defined  commodity  groups  instead  of  the  entire 
universe  of  importations  and  by  developing  a  highly  tailored,  industry- 
specific  rule  set  that  permits  greater  insight  to  the  applicable  selectivity 
and  the  enforcement  challenges  unique  to  each  commodity  grouping. 

The  development  required  of  the  selectivity  redesign  is  industry- 
driven  and  focuses  on  the  total  "process  flow"  of  entries,  from  cargo 
arrival  through  summary  liquidation.  Importations  are  grouped  and 
analyzed  according  to  major  industry  boundaries.  Additionally,  highly 
specific  accounts,  such  as  an  individual  importer,  manufacturer,  or 
relationship,  are  further  analyzed  to  test  for  individual  compliance  and 
the  uniform  application  of  Customs  regulations.  Automated  Broker 
Interface  entry  summaries  are  then  matched  against  a  myriad  of 
random  sampling  rates,  criteria  and  statistically  based,  analytical 
targeting  factors  to  determine  which  of  these  entries  will  be  referred  to 
an  import  specialist  for  further  review.  As  entry  summaries  are  filed, 
the  derived  industry  profile  data  as  well  as  the  findings  from  any 
examinations  or  reviews  are  automatically  updated,  making  the 
numerous  report  formats  useful  to  a  broad  cross-section  of  Customs 
organizational  needs.  Targeting  factors  will  then  reflect  the  most 
current  economic  and  import  trends,  facilitating  more  highly  refined 
targeting.  The  result  is  a  system  with  the  ability  to  effectively  monitor 
and  target  the  entire  importation  process. 

The  Analytical  Targeting  system  is  currently  in  the  proof  of  concept 
phase.  In  this  phase,  tests  and  simulations  are  being  conducted  to 
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determine  if  the  entry  lines  selected  on  the  basis  of  rules  developed  by 
field  experts  of  a  particular  industry  performed  better  than  the  entries 
chosen  at  random. 

The  development  of  the  elements,  Compliance  Measurement  and 
Analytical  Targeting,  provide  a  complete  approach  to  selectivity 
analysis.  From  the  compliance  measurements  and  targeting  profiles,  a 
third  level  of  analysis  will  be  conducted.  The  development  of  a  trend 
analysis  system  will  provide  Customs  employees  with  a  powerful 
analytical  tool  to  supplement  the  current  on-line  processing 
capabilities.  This  on-line,  user-friendly  tool  will  broaden  the 
operational  view  of  Customs'  Commercial  Officers,  from  today's 
transaction-by-transaction  processing  to  the  analysis  of  significant, 
wide-ranging  commercial  trends. 

This  project  supports  the  Customs  Five  Year  Plan  and  its  overall 
mission,  responds  to  trade  legislation,  and  responds  to  deficiencies 
reported  by  the  House  Subcommittee  on  Oversight  of  the  Ways  and 
Means  Committee  and  the  General  Accounting  Office  (GAO).  The 
information  and  measures  obtained  from  the  Selectivity  Redesign  will 
be  used  for  trade  administration,  cargo  interdiction,  and  to  support 
investigative  work.  The  overall  goal  of  the  system  is  to  maximize  trade 
compliance  through  a  balanced  program  of  informed  compliance, 
targeted  enforcement  actions,  and  the  facilitation  of  complying  cargo. 

This  project  is  in  concert  with  monitoring  the  North  American  Free 
Trade  Agreement  (NAFTA).  NAFTA  incorporates  the  previously  titled 
"Customs  Modernization  and  Informed  Compliance  Act."  A  significant 
aspect  to  this  legislation  is  the  requirement  that  Customs  issue  periodic 
compliance  reports  to  Congress. 

Establishment  of  a  system  of  compliance  measurement  and 
statistically  based  targeting  and  trend  analysis  will  enable  Customs  to 
effectively  manage  the  dynamic  flow  of  importations  and  be  able  to 
effectively  analyze  any  changes  in  an  importing  entity's  compUance 
rates.  This  system  also  provides  Customs  a  means  of  responding  to 
previously  issued  reports  by  the  House  Subcommittee  on  Oversight  of 
the  Ways  and  Means  Committee  and  GAO. 

In  response  to  GAO,  specifically  to  the  September  1992  report 
entitled  Trade  Enforcement  Activities  Impaired  bv  Management 
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Problems,  the  targeting  system,  and  the  related  Compliance 
Measurement  and  Trend  Analysis  systems,  provides  Customs  with  a 
means  of  implementing  an  institutional  standard  to  gauge  the 
significance  of  violations,  the  revenue  lost  through  misclassification  and 
mis-valuation  of  cargo,  and  to  assess  the  effectiveness  of  enforcement 
activities.    Inherent  in  each  of  these  systems  is  an  emphasis  on  the 
effectiveness  and  efficiency  of  resources,  both  human  and  computer. 
The  systems  also  seek  to  align  the  Selectivity  process  with  the  strategic 
direction  of  the  U.S.  Customs  Service  and  specifically  the  Trade 
Enforcement  Strategy. 

The  proposed  re-design  of  the  Selectivity  system  incorporates  a 
statistical  picture  of  the  current  levels  of  compliance  by  industry,  port, 
and  originating  country,  and  responds  to  these  compliance  rates  by  the 
appropriate  targeting  and  enforcement  actions.  As  the  U.S.  enters  into 
more  regional  trade  agreements,  the  effective  enforcement  of  their 
provisions  establishes  the  U.S.  as  a  reliable  trading  partner. 
Compliance  measurement  will  also  allow  the  U.S.  to  measure  revenue 
gaps  resulting  from  mislabeled  or  misclassified  goods.  By  recognizing 
areas  where  gaps  exist,  personnel  and  other  resources  can  be  redirected 
to  these  higher-risk  areas.  By  the  use  of  Analytical  Targeting,  Customs 
can  improve  both  productivity  and  facilitation  by  focusing  enforcement 
actions  only  on  high  risk  cargo. 

The  information  obtained  from  the  system  will  also  support  the 
United  States  role  in  the  global  economy,  our  position  in  negotiating 
trade  agreements,  and  in  managing  Custom's  declining  personnel 
resources. 


1.  Project  Development  Strategy 

Imports  of  commodities  are  generally  organized  around  specific 
industries  or  industry  specific  segment.  The  commercial  segment  of  the 
Customs  Service  is  also  organized  around  industries.  Field  Import 
Specialists  with  specialized  industry  or  commodity  knowledge  are 
present  in  each  district.  Based  on  this,  the  selectivity  system  is 
organized  around  specific  industries  and  based  on  industry-specific 
factors.  A  prototype  analytical  targeting  system  is  being  developed 
based  on  industry  specific  factors. 


Project  Plan  SRA TOO l.O-Jul-94  Page:  5  of  13 


80 


us  Customs  Service  Selectivity  Redesign  -  Analytical  Targeting 

The  analytical  targeting  system  is  designed  to  be  a  rule  based 
system.  This  is  based  on  two  concepts  which  the  field  development 
group  calls  triggers  and  discriminators.  A  trigger  is  a  condition  which 
compares  a  data  element  with  in  a  particular  entry  to  a  pre-established 
profile.  If  the  element  is  not  contained  in  the  profile,  or  deviates  greatly 
fi"om  the  profile,  the  entry  is  referred  for  review. 

A  discriminator  operates  in  a  similar  fashion  to  a  trigger,  although    . 
deviation  by  a  discriminator  from  a  profile  in  and  of  itself,  will  not 
cause  an  entry  line  to  be  referred  for  review.  Instead,  the  goal  is  to 
develop  a  scoring  mechanism  associated  with  discriminators,  such  that 
entries  are  scored  against  a  variety  of  elements,  and  only  those  entries 
whose  total  score  is  above  an  established  threshold,  will  be  referred  to 
Customs  teams  for  review. 

The  first  set  of  triggers  and  discriminators  was  developed  by  a  team 
of  automobile  specialists.  These  experts  developed  a  set  of  28  rules, 
triggers  and  discriminators,  associated  with  their  industry.  After  a 
discussion  with  a  GAO  statistician,  these  rules  were  limited  to  14  for 
initial  testing. 

The  analytical  targeting  system  is  currently  being  prototyped  using 
rules  designed  by  industry  experts.  This  prototyping  is  intended  to 
serve  as  a  proof  of  concept.  Based  on  the  results  of  the  proof  of  concept, 
the  prototype  may  be  discontinued  due  to  a  lack  of  sufficient  results, 
continued  to  further  determine  if  results  are  significant,  or  developed 
further. 

There  are  several  anticipated  benefits  to  the  new  analytical 
targeting  system.  These  benefits  will  assist  in  correcting  several 
deficiencies  inherent  in  the  current  targeting  system: 

•  A  mechanism  will  be  put  in  place  for  evaluating  the  effectiveness 
of  the  targeting  system. 

•  Criteria  will  be  established  for  large  and  small  industry 
segments,  importers,  manufacturers,  and  carriers  allowing  for 
better  and  more  uniform  targeting. 

•  Criteria  will  be  standardized  to  avoid  redundancy  of  workload  or 
import  monitoring. 
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Specific  objectives  wiD  also  be  met  which  will  increase  the 
effectiveness  and  efficiency  of  targeting.  These  objectives  are  as 
follows: 

•  Entry  summaries  will  be  referred  for  review  based  upon  two 
factors:  variations  form  standard  practices  in  the  industry,  and 
significant  changes  in  individual  practices  which  could  indicate 
risk. 

•  The  design  will  be  standardized  across  aU  ports  in  all  Customs 
Districts. 

•  The  design  will  be  combined  with  an  automated  reporting  system 
which  will  evaluate  the  effectiveness  of  the  design  and  which  will 
be  further  used  for  research  on  a  larger  industry  scale. 

•  The  design  will  provide  a  sound  basis  for  measuring  and 
restructuring  workload. 

•  The  system  will  provide  an  automated  means  of  updating  the 
targeting  profiles  which  make  use  of  artificial  intelligence 
techniques. 

In  addition  to  these  specific  objectives,  the  simulations  will  attempt 
to  determine  if  the  overall  analytical  selectivity  system  has  a  higher 
success  rate  than  the  current  system. 


2.  Organization  of  the  Project  Plan 

This  project  plan  is  organized  as  follows: 

•  Organization  and  Responsibilities 

•  Task  Descriptions 

•  Project  Schedules 

•  Resources  Needed 

•  Risk  Areas  and  Control  Measures 

•  Work  Breakdown  Structures 

These  topics  will  be  addressed  in  the  following  chapters. 


C.  Points  of  Contact 

The  Analytical  Targeting  project  is  being  managed  on  a  daily 
basis  by  Janet  Pence.  Mrs.  Pence  is  also  the  primary  point  of  contact. 
Overall  project  management  is  the  responsibility  of  Edward  Kwas.  The 
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following  people  are  the  designated  points  of  contact  according  to  the 
U.S.  Customs  Service's  System  Development  Life  Cycle  (SDLC): 


Role 

SDLC 
Title 

Responsibility 

Phone 
Number 

ADP  Steering  Committee  member 

ADPSC 

Rich  Balaban 

927-0270 

ADP  Steering  Committee 
Working  Group  member 

SCWG 

Dick  Bonner 

927-1081 

Office  of  Automated  Commercial 
Systems(OACS)  member 

APPS 

Tony  Casucci 

927-1035 

Office  of  Enforcement  Systems 
(OES)  member 

APPS 

N/A 

N/A 

Office  of  Management 
Systems(OMS)  member 

APPS 

N/A 

N/A 

Assistant  Commissioner, 
Information  Management  (OIM) 

OIM 

BQl  Riley 

927-0800 

Program  Management  Staff 
(PMS)  member 

OIM 

Rich  Balaban 

927-0270 

Office  of  Systems  and 
Engineering  Operations  member 

OSEO 

Shari  Reid 

(703)  440- 
6259 

Office  of  Technical  Assessment 
member 

OTA 

John  Einertson 

927-1886 

A  representative  of  the  user 
community  (operational  offices) 

USER 

Janet  Pence 

927-2082 
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D.  Project  Reference 

Since  this  project's  inception,  several  project  deliverables, 
memorandums,  and  briefings  have  been  produced.  The  following  is  a 
hst  of  project  references,  as  of  June  30,  1994: 

Report  On  The  Development  Of  An  Enhanced  Summary  Selectivity 
System,  Memorandum,  3/21/94 

Draft  Revision  For  The  Automotive  Industry  Of  Triggers  and 
.Discriminators  For  Entry  Summary/Cargo  Selectivity,  Project 
Dehverable,  3/31/94 

Project  Concept,  SDLC  Deliverable,  5/94 

Summary  Of  Selectivity  Algorithm:  Definition  and  Application  of 
Concepts,  Memorandum,  5/18/94 
Project  Summary,  SDLC  Deliverable,  6/94. 


E.  Glossary 

A  glossary  of  project  management  terms  and  abbreviations  is 
included  in  Appendix  A  at  the  end  of  this  document.  This  glossary 
contains  terms  and  abbreviations  which  are  specific  not  only  to  this 
project,  but  to  project  management  in  general. 


2.  Organization  and  Responsibilities 

This  project  is  sponsored  by  the  Office  of  the  Commissioner,  Office  of 
the  Senior  Advisor  to  the  Commissioner.  The  project  is  the 
responsibility  of  Mr.  Edward  Kwas,  Senior  Advisor  to  the 
Commissioner.  Day-to-day  management  is  conducted  by  Janet  Pence. 
Functional  requirements  are  the  responsibility  of  Tony  Cassuci.  The 
program  development  team  is  led  by  Don  Schoenberg. 

The  total  development  resources  required  for  this  project  consist  of 
the  following  personnel.  Their  title,  office  and  time  commitments  are 
also  included: 

Janet  Pence,  Program  Analyst,  Selectivity  Redesign  Project  -  75% 
Dr.  Adeola  Molojo,  Statistician,  Selectivity  Redesign  Project  -  25% 
Don  Schoenberg,  Senior  Programmer  Analyst,  Automated 
Commercial  System  -  100% 
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Mike  Raithal,  Computer  Specialist,  Systems  Engineering 

Branch  -  25% 
Dennis  Claque,  Programmer  Analyst,  Systems  Engineering 

Branch  -  50% 
Fred  Hasely,  Operations  Analysis  Analyst,  Operations  Analysis 

Staff- 50% 
5  National  Import  Specialists  -  20%  each 

Other  staff  will  be  needed  at  certain  phases  throughout  the 
simulation,  especially  during  field  testing.  The  needed  staff  can  be 
provided  from  current  staffing  levels  and  wiU  not  be  permanently 
assigned  to  the  project. 

For  the  proof  of  concept,  field  staff  will  need  to  be  formally  trained  to 
use  the  analytical  targeting  system  and  its  associated  methodologies. 
This  training  is  not  expected  to  be  burdensome,  time  consuming,  or 
require  additional  field  equipment.    Programming,  database,  and 
feasibility  analysis  support  will  be  required  from  both  Headquarters 
and  Data  Center  personnel  to  support  the  proof  of  concept.  The 
assigned  resources  required  are  stated  above. 

This  project  is  part  of  the  ACE  Development  project,  and  as  such,  it 
is  being  developed  in  conjunction  with  the  ACE  Redesign  program 
being  led  by  Rod  McDonald.  This  project  is  closely  integrated  with  the 
goals  and  tasks  within  the  ACE  Redesign  program. 

3.  Task  Descriptions,  Schedules,  and  References 


The  major  tasks  within  the  project  correspond  to  high-level  Work 
Breakdown  Structure  components.  These  tasks  are  represented  on  the 
WBS  as  levels  61.0000,  62.000,  63.000,  64.000.  These  task  are  as 
follows: 

Selectivity  Project  Planning  (61.0000)  -  This  tasks  encompasses  all 
project  planning,  project/process  documentation,  and  standards 
compliance  activities.  Under  project  planning,  these  activities  include 
developing  and  maintaining  detailed  project  plans,  project  schedules, 
and  Work  Breakdown  Structures.  The  project/process  documentation 
activities  include  data  and  configuration  management,  computer 
security  and  risk  assessments,  and  project  justification.  Standards 


Project  Plan  SRA TOO l.O-Jul-94  Page:   10  of  13 


85 


us  Customs  Service  Selectivity  Redesign  -  Analytical  Targeting 

compliance  activities  will  produce  SDLC,  Information  System  Life  Cycle 
(ISLC),  and  other  Treasury,  or  Customs  documentation  needed  to 
conform  to  the  standards  estabUshed  by  the  Customs  Service. 

Selectivity  Initiation  (62.0000)  -  The  activities  conducted  within 
Initiation  provide  the  foundation  for  analyzing  the  current  and  future 
processes  needed  for  developing  an  automated  system,  modeling  data, 
analyzing  user  and  functional  needs,  developing  a  system  architecture, 
and  securing  all  the  necessary  contract  services,  hardware,  software, 
and  other  resources  required. 

Selectivity  Definition  (63.0000)  -  Selectivity  Definition  activities 
work  in  conjunction  with  Initiation  activities  to  provide  a  foundation  for 
later  development  by  conducting  Business  Process  Definition,  Business 
Area  Analysis,  and  determining  user  and  functional  requirements. 
These  activities  involve  a  high  degree  of  business  and  system  modeling 
using  both  automated  and  manual  tools. 

Selectivity  Design  (64.0000)  -  This  activity  involves  using  the 
products  identified  and  created  during  previous  Initiation  and 
Definition  activities  to  design  the  automated  system. 

A  high-level  and  detailed  listing  of  project  tasks  which  will  be 
conducted  within  the  activities  above,  their  duration,  and  their 
chronology  is  included  in  Appendix  B.  This  project  schedule  shows  the 
project  through  its  completion  with  the  appropriate  milestones,  target 
completion  dates,  and  phases  listed  as  part  of  the  detailed  schedule. 
The  project  schedule  does  not  show  budget  or  staff  allocations  at  this 
time.  This  information  will  be  added  as  it  becomes  available. 

Since  this  project  is  in  the  "proof  of  concept"  stage,  its 
interdependencies  with  other  tasks  and  projects  are  still  being  defined 
and  developed.  Research  is  being  conducted  to  solidify  the  concept 
using  pre-determined  targeting  elements.  It  is  envisioned  that 
analytical  targeting  will  prove  to  be  beneficial  and  that  selectivity  data 
will  flow  seamlessly  between  all  parts  of  the  redesigned  Selectivity 
system.  The  Analytical  Targeting  system,  if  implemented,  will  become 
part  of  the  Automated  Commercial  Environment  (ACE).  This  will 
require  a  high  degree  of  cooperation  and  integration  among  the  Trend 
Analysis,  Compliance  Measurement,  and  Analytical  Targeting  teams  to 
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ensure  integration  among  the  Selectivity  systems  and  within  all  ACE 
systems. 

C.  Required  Facilities 

The  facilities,  computer  hardware,  and  software  required  for 
development  are  currently  available  within  both  headquarters  and  field 
offices.  The  hardware  and  software  needed  for  future  project  work  has 
been  included  in  the  ACE  procurement  schedule. 

D.  Tasks  Management 

Management  responsibility  does  not  vary  by  task  or  phase. 

E.  Technology  Applications 

This  project  is  adhering  to  the  U.S.  Customs  Service  SDLC  dated 
March  1994.  The  SDLC  has  a  prescribed  development  methodology 
which  will  be  followed  and  prescribed  deliverables  which  will  be 
developed.  These  deliverables  will  document  the  project  concept, 
project  summary,  user  and  functional  needs,  system  development 
issues,  and  provide  user  documentation. 

F.  Resource  Acquisition  Strategy 

Resources  not  currently  provided  for  development  or  field  use  will  be 
procured  using  either  established  contract  procurement  vehicles, 
establishing  new  contracting  vehicles,  or  a  combination  of  both. 
Procurement  schedules  are  currently  be  developed  for  fiscal  year  1995. 
All  resources,  including  hardware,  software  and  contractor  support, 
required  for  fiscal  year  1994  has  been  or  can  be  acquired  using  existing 
contracts. 


G.  Development  Phase  Related  Requirements 

A  high-level  and  detailed  listing  of  project  tasks,  their  duration,  and 
their  chronology  is  included  in  Appendix  B.  This  project  schedule 
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shows  the  project  through  its  completion  with  the  detailed  work 
estimates,  target  completion  dates,  deHverables  developed,  and  phases 
listed  as  part  of  the  detailed  schedule.  The  project  schedule  does  not 
show  budget  or  staff  allocations  at  this  time.  This  information  will  be 
added  as  it  is  developed. 

Testing  and  secvu-ity  issues  have  been  addressed  and  the  appropriate 
steps  will  be  enacted  during  the  design,  development,  testing,  and 
implementation  phases  of  development.    An  analysis  of  privacy  issues 
has  also  been  conducted  and  based  on  the  early  phase  of  development 
and  the  information  used  to  develop  the  prototype,  privacy  related 
issues  are  not  infringed  upon. 

4.  Risk  Area  and  Control  Measures 

The  Analytical  Targeting  proof  of  concept  uses  the  conventional  U.S. 
Customs  Service  systems  development  methodology  for  development  of 
the  prototype  system.  This  project  is  adhering  to  the  U.S.  Customs 
Service's  March  1994  Systems  Development  Life  Cycle.  This  does  not 
pose  a  considerable  risk  to  development  except  if  needed  programming 
resources  can  not  be  obtained  by  the  dates  specified  in  the  project 
schedule. 

5.  Work  Breakdown  Structures 

The  work  breakdown  structures  at  a  summary  and  project  level  are 
contained  in  Appendix  C. 
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Appendix  C 


Selectivity  Redesign 
Targeting 
Schedules 


Draft 
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Mr.  Horn.  Let  me  pursue  something  else  because  I  know  we 
have  limited  time,  and  if  I  might  ask  you,  Mr.  Murphy,  some  ques- 
tions. You  obviously  have  some  key  responsibilities  across  the  gov- 
ernment with  your  assignment,  but  I  am  curious  as  to  the  degree 
to  which  the  Chief  Financial  Officer's  Council  is  working  to  spur 
conformity  with  the  Chief  Financial  Officers  Act. 

For  example,  did  the  Council  ever  say,  we  are  concerned  about 
Treasury  not  implementing  that  act  in  terms  of  making  appoint- 
ments and  all  the  rest  of  it?  What  kind  of  a  job  do  they  do?  Do  they 
just  meet  and  have  a  catharsis  session?  I  imderstand  that  if  they 
do,  it  means  having  stress  claims  and  psychiatrists'  fees,  when  you 
have  like-minded  colleagues  sitting  around  the  table  mulling  to- 
gether, but  what  do  we  do  with  that  Council  as  a  spur  to  get  con- 
formity with  the  act? 

Mr.  Murphy.  I  will  take  a  crack  at  that,  and  Greorge  may  want 
to  add  something  as  well.  I  am  a  career  executive  and  I  was  on  a 
CFO  Council — in  fact,  I  was  vice  chair  of  a  CFO  Council  before  the 
CFO  Act  was  passed  and  then  we  continued  it  on  after  the  act  was 
passed,  with  statutory  members. 

The  Council  has  traditionally  undertaken  a  number  of  improve- 
ment projects.  They  will  set  up  committees  and  task  forces.  They 
meet  with  0MB  and  Treasury,  the  central  agencies.  They  are  deal- 
ing with,  you  know,  specific  problems  that  are  more  government- 
wide  in  scope  as  opposed  to  individual  agency  projects,  except  for 
information  sharing. 

There  was  a  period  of  time  when  there  was  a  lull  in  the  activity 
of  the  Council  because,  with  the  new  administration  coming  in,  a 
lot  of  the  positions  hadn't  been  filled;  we  carried  on  with  a  mixture 
of  CFO's  who  had  been  appointed  and  deputy  CFO's  who  were  in 
place.  But  the  full  composition  of  the  Council  is  now  in  place,  and 
a  meeting  was  held  in  May  to  completely  revitalize  that  Council. 
The  group  has  a  strong  desire  to  be  proactive  and  to  tackle  a  num- 
ber of  issues  and  to  be  a  resource  to  others  in  addressing  some  of 
these  problems. 

Mr.  Munoz  is  playing  a  key  role  on  the  Council  as  well  and  has 
been  very  involved  in  getting  that  Council  revitalized. 

I  have  been  quite  impressed  with  the  quality  of  the  CFO  appoint- 
ments, and  they  are  a  group  that  really,  want  to  make  something 
of  that  Council  and  not,  as  you  say,  just  use  it  for  socializing  or 
catharsis. 

Mr.  Horn.  Well,  I  think  that  is  excellent  and  there  is  no  question 
when  you  have  an  overall  group  and  you  are  looking  at  peer  group 
pressure,  it  seems  to  me  they  can  perform  a  very  useful  role  in 
having  some  reports  from  either  you  or  Secretary  Munoz  to  say, 
what  is  the  status  of  implementation  of  various  aspects  of  the  law. 

There  is  always  a  certain  ability  to  rise  to  standards  if  you  have 
got  a  deadline  to  make  a  report,  and  having  been  an  executive 
most  of  my  life,  I  would  say  that  it  would  be  good  if  the  administra- 
tion would  clean  these  things  up,  either  at  the  Department,  the 
Council,  the  0MB  or  the  government  generally,  rather  than  have 
Congress  have  to  have  these  friendly  little  sessions  to  try  to  spur 
some  conformity  with  what  Congress  has  enacted.  So  it  seems  to 
me  that  makes  sense. 
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Let  me  ask  you  a  couple  of  other  things.  I  noticed  when  you  ex- 
plained the  U.S.  standard  general  ledger,  which  is  obviously  key  to 
decent  financial  basic  information,  we  note  down  at  the  bottom  that 
when  these  come  up,  there  is  an  issues  resolution  committee  if 
there  are  differences  and,  "issues  are  debated,  the  Agency  concerns 
are  voiced  and  considered;  consensus  is  obtained." 

I  wonder  what  consensus  means.  I  mean,  does  this  mean  the  low- 
est common  denominator  wins?  That  is  often  what  happens:  Who 
can  be  the  most  obstructionist?  Who  can  cry  the  most  and  moan 
the  most  that  we  don't  have  the  resources,  we  can't  do  it?  I  have 
heard  them  all  and  so  have  you  as  a  professional.  What  does  it 
mean  in  your  context  and  world? 

Mr.  Murphy.  In  this  context,  I  think  it  means  that  everyone  has 
had  their  day  in  court.  Everyone  has  had  the  opportunity  to  ex- 
press their  views  on  the  subject,  their  concerns  from  their  own  pa- 
rochial situation  and,  agree  to  live  with  the  solution  that  has  been 
set  by  a  majority. 

You  are  quite  right.  In  a  lot  of  these  areas,  you  don't  want  to  just 
respond  to  the  squeaky  wheel  or  the  weakest  link  in  the  chain.  We 
are  not  attempting  to  do  that  here,  but  we  are  looking  for  workable 
solutions  that  people  can  live  with. 

Mr.  Horn.  Well,  are  there  minutes  that  describe  the  work  of  the 
Council?  Are  there  goals  set,  that  they  get  reports  to  see  if  rec- 
ommendations they  have  made  are  carried  out? 

Mr.  Murphy.  You  were  talking  about  the  standard  general  ledg- 
er? 

Mr.  Horn.  Right,  in  reference  to  this  or  any  of  the  other  basic 
things  you  have  to  accomplish  to  have  a  sensible  financial  system. 

Mr.  Murphy.  We  have  a  variety  of  vehicles  here.  The  CFO  Coun- 
cil meets  on  a  lot  of  related  issues  and  there  are  minutes.  The 
Standard  General  Ledger  Board  has  a  regularly  scheduled  meeting. 
I  really  can't  say  whether  there  are  minutes  published  per  se. 

Mr.  Horn.  Whatever  they  have,  could  you  furnish  the  committee 
with  some  so  we  can  sort  of  review  it  at  the  staff  and  member  level 
and  see  what  kind  of  apparatus  there  is? 

Mr.  Murphy.  Sure.  I  have  been  advised  there  are  minutes  and 
we  would  be  happy  to  provide  them. 

[The  information  follows:] 
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MINUTES  OP  THE  MEETING  OP  THE  U.S.  GOVERNMENT 
STANDARD  GENERAL  LEDGER  BOARD 

DATE:      March  23,  1994  at  9:30  a.  m. 

PLACE:     Bureau  of  Labor  Statistics  Conference  Center 

North  Capitol  Street  and  Mass.  Ave. 

Washington,  D.  C. 

The  following  handouts  were  available: 

*  SGL  Board  Agenda 

*  SGL  Board  Minutes  from  November  10,  1993 

*  SGL  Board  Member  List 

*  FASAB  Work  Plan 

*  FASAB  Project  Points  of  Contact  and  List  of  FASAB 

Members 

*  A-Team  "Budgetary  Accounting  Guide" 

*  Technical  Revisions  to  SGL  Accounts  on  Voting  Ballots 

93-18  &  93-19. 

*  Proposal  for  Elimination  of  Duplicate  Account 

*  Voting  Ballot  94-01 

Presentations  and  Discussion: 

Opening 

Holden  Hogue  opened  the  meeting  by  thanking  everyone  for  coming. 
He  introduced  Lucy  Lomax  who  is  the  FASAB  liaison  to  the  SGL  IRC 
and  Board. 

FASAB  Update 

Lucy  provided  a  schedule  of  FASAB  projects,  a  project  point  of 
contact  list  and  a  list  of  the  FASAB  members.   She  reviewed  the 
work  schedule  with  the  group  describing  each  of  the  projects, 
providing  status  and  timeframes  for  exposure  drafts  to  be 
completed  and  released  for  review  and  comments.   She  invited  all 
in  attendance  to  participate  in  the  public  hearings. 

Holden  told  the  Board  that  we  plan  to  be  involved  in  all  stages 
of  development  of  new  standards  as  much  as  possible. 

Voting  Results  and  Technical  Revisions 

Holden  said  that  all  changes  presented  at  the  last  Board  meeting 
were  approved.  There  have  been  some  technical  revisions  made  to 
some  of  the  accounts.  The  revisions  will  be  presented  today  for 
your  information  but  are  not  subject  to  further  change. 

Jose  Placer  reviewed  revisions  to  accounts  1010,  1195,  1340, 
1511,  1512,  1513,  1521,  1522,  1523,  1524,  1530,  and  1561.   All 
changes  to  inventory  accounts  were  worked  out  with  FASAB. 
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Damon  presented  revisions  to  the  prior-year  downward  adjustment 
accounts.   He  reminded  members  of  the  purpose  for  having  the 
adjustments  split  between  refunds  and  other,  cited  new  A-11 
requirements  and  shared  OMB's  plan  to  incorporate  this 
requirement  in  the  next  revision  to  A-34. 

Proposal  for  Deletion  of  SGL  Account 

Damon  proposed  deletion  of  account  4113  because  it  duplicates  a 
pert  of  account  4392  that  was  added  in  the  previous  voting 
session. 

A-Teeun  "Budgetary  Accounting  Guide" 

Tom  Luter  discussed  the  draft  release  of  the  Budgetary  Accounting 
Guide  which  was  available  as  a  handout.   He  noted  that  the 
document  was  divided  by  resource  types:   Appropriation, 
Collections,  Borrowing  Authority  and  Contract  Authority.   Chapter 
1  of  the  document  discusses  the  limitations  of  the  information  in 
the  document  and  provides  a  list  of  related  reference  materials 
that  may  be  helpful.   Comments  are  due  by  April  29,  1994. 

Holden  asked  Board  members  to  assist  in  distributing  the  document 
to  interested  parties  within  their  agencies.    He  noted  that  we 
have  a  very  limited  distribution  capability  and  the  document  will 
not  be  distributed  though  the  normal  TFM  process. 

Credit  Reform  Update 

Tom  Luter  stated  that  an  advanced  credit  reform  class  would  be 
developed  if  there  were  a  need.   He  introduced  his  staff  Marvin 
Washington,  Melanie  White  and  Shirley  Hanberry  (on  leave  today) . 

FACTS  Update 

Jeff  Hoge  shared  that  the  project  is  on  schedule  and  that  have 
been  receiving  test  data  from  pilot  agencies.   FACTs  team  members 
were  also  submitting  data  into  the  system.  The  GOALS  portion  o 
the  system  is  working.   This  test  phase  is  scheduled  to  run 
through  the  end  of  March.   In  April  all  tweaks  and  fixes  will  be 
made.   By  mid-May  all  changes  will  be  made  and  this  part  of  the 
system  will  be  complete. 

Agencies  can  expect  to  get  transfer  file  specifications  to 
automatically  send  data  to  GOALS  in  the  1st  week  in  april.    The 
TFM  release  in  the  1st  week  of  May  will  include  the  final  list  of 
SGL  accounts  that  will  be  used  in  FACTS.   Workshops  are  schedule 
for  the  3rd  week  of  March.   They  will  be  half  day  sessions 
providing  an  overview  of  the  system.   In-depth  training  will 
occur  in  August.   Reports  for  FY  1994  are  due  from  agencies  3-1- 
95.   This  change  in  due  date  is  due  to  the  increase  in 
cooperation  between  Treasury  and  0MB.   Also,  FMS  wants  audited 
data. 
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SQL  ISSUES  RESOLUTION  COMMITTEE  MEETING 
May  12,  1994 


PARTICIPANTS: 

Judy  Yuran 
Holden  Hogue 
Damon  Sutton 
Jose  Placer 
Marvin  Washington 
Joe  Keady 
Ted  Panagos 
Paul  Weinberger 
David  Mielke 
Jon  Holladay 
Jill  Chenevert 
Keith  Cole 
Cheryl  Dahl 
Betty  Beard 
Veronica  Kitchen 
Steve  Smith 
Richard  Fontenrose 
Jim  Brady 
Deanna  Ammons 
Sue  Mundstuk 
Bob  Magill 
Don  McKay 


FMS 

EMS 

FMS 

FMS 

FMS 

AID 

AID 

DoL 

NASA 

USDA-OFM 

USDA 

Education 

Education 

HUD 

HUD 

DoT 

FASAB 

EPA 

Energy 

HHS 

FBI 

FMS 


The  following  handouts  were  available: 

o    Breakout  of  agencies  accounts  receivable 

o    Note  from  Labor  to  GSA  regarding  Recording  of  Future  FECA 

Liability  on  the  Financial  Statements 
o    HHS  proposal  for  Treatment  of  FECA  Liability  in  the 

agencies 

Holden  shared  that  the  NPR  group  approached  him  about  putting  SGL 
information  for  CFO  level  people  on  their  bulletin  board  INTERNET 
system  under  the  FinanceNET  classification.  The  FMS  Bulletin  Board 
that  has  the  latest  SGL  information  including  the  credit  reform 
cases  can  be  reached  on  the  following  numbers.  874-6817,  6953, 
8608  or  7034. 


OMB  A-34 

0MB  plans  to  release  an  update  to  A-34  part  XII  this  summer  and  is 
looking  for  suggestions.  Tom  and  his  people  have"  already  provided 
input  on  the  revision  of  the  SF-143S.  Tom  will  coordinate  all 
comments.  Comments  on  the  P  &  F  are  also  welcome  since  A-11  will 
be  revised  and  released  this  summer  as  well. 
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Treatment  of  FECA 

Sue  Mundstuk  discussed  the  HHS  proposal  for  treatment  of  Federal 
Employees  Compensation  Act  liabilities.  At  issue  is  that  the 
liability  for  appropriated  funds  are  treated  as  unfunded  on  the 
balance  sheet  while  the  liability  for  trust  and  revolving  funds 
(working  capital  funds)  is  to  be  reported  as  funded.  This 
liability  should  be  reported  as  a  reconciling  item  on  the 
Reconciliation  of  Budget  and  Actual  Expenses  so  a  work  sheet  entry 
is  required  to  meike  the  "funded"  liability  in  the  trust  and 
revolving  funds  "look  like  unfunded." 

Paul  Weinberger  shared  that  Labor  only  reports  their  piece  of  the 
total  liability  and  footnotes  actuarial  based  future  contingent 
liability  figures  for  other  agencies.  He  also  shared  a  note  from 
Labor  to  GSA  describing  the  recording  of  Labor's  future  FECA 
liability  on  the  financial  statements.  Betty  Beard  wondered 
whether  we  should  be  acknowledging  an  interagency  payable  and 
receivable  for  the  current  portion  for  elimination  purposes. 
The  future  portion  would  not  be  eliminated. 

Under  the  HHS  proposal,  the  definition  of  account  2690  needs  to  be 
changed.  This  is  a  technical  correction  that  will  be  included  in 
the  new  SGL  Bulletin  S2  94-01.  There  was  general  agreement  with 
the  HHS  proposal  except  the  part  about  closing  the  liability  to 
accumulated  results  of  operations.  The  group  thinks  it  should  be 
closed  to  future  funding  requirements.  We  will  discuss  this  with 
0MB  and  ask  them  to  attend  the  meeting  next  week  to  resolve. 

SGL  Section  III 

The  discussion  of  Section  III  of  the  SGL  will  be  put  on  hold  until 
after  the  subcommittee  meeting  at  the  end  of  the  week. 

Standardization  of  accounts  to  data  element  level. 

Holden  proposed  standardizing  accounts  to  the  data  element  level 
that  are  mandated  by  a  FASAB  standard  and  not  subject  to  change 
without  a  change  in  the  standards.  We  will  start  with  accounts  in 
the  balance  sheet  and  income  statement.  All  IRC  members  except  HHS 
agreed  that  this  was  a  step  that  needed  to  be  taken  to  facilitate 
standardization  and  make  FACTs  work  better. 
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Technical  correction  to  SGL  Account 


Account  Nzune: 
Account  Number: 
Normal  Balance: 


Other  Actuarial  Liabilities 

2690 

Credit 


Old  Definition:  The  actuarial  present  value  of  accumulated  plan 
benefits  for  other  actuarial  liability  plans  administered  by 
agencies  (e.g.,  Veterans'  Compensation  and  Veterans'  Pensions, 
administered  by  VA)  not  classified  above. 

New  Definition:  The  actuarial  present  value  of  accumulated  plan 
benefits  for  other  actuarial  liability  plans  not  classified  above. 
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SGL  ISSUES  RESOLUTION  COMMITTEE  MEETING 
July  21,  1994 


PARTICIPANTS: 


Holden  Hogue 
Judy  Yuran 
Damon  Sutton 
Jeff  Hoge 
Don  McKay 
Joe  Ready 
Ted  Panagos 
Tom  Leperi 
David  Mielke 
Jon  Holladay 
Jim  Brady 
Bob  Magill 
Sue  Mundstuk 
Veronica  Kitchen 
Tom  Luter 
Deanna  Ammons 
Cheryl  Dahl 
Stephen  Smith 


FMS 

FMS 

FMS 

FMS 

FMS 

AID 

AID 

FMS 

NASA 

USDA-OFM 

EPA 

FBI 

HHS 

HUD 

FMS 

DOE 

ED 

DOT 


The  following  handouts  were  available: 

o     Bob  Magill  paper  on  establishment  of  SGL  accounts 

o    Jim  Brady  paper  on  Appropriation  Transfers  &  Inter- 
Agency  Agreements 

o    Tom  Luter  paper  containing  proposed  statements  for 
Revenue  Task  Force 

o    Bob  Magill  comments  on  OMB/Schuy  Lesher  paper  on 
Federal  systems 

o    Gerald  Murphy  prepared  statement  for  the  Subcommittee 
on  Commerce,  Consumer,  and  Monetary  Affairs 

o    Partial  presentation  of  Section  3,  Accounting 
Transactions,  for  comment 

Organizational  Developments 

Holden  announced  that  he  has  been  named  acting  Division  Director 
for  George  Henderson  until  further  notice.   George  is  on  extended 
sick  leave. 

Judy  will  continue  to  run  IRC  meetings. 

Holden  will  be  involved  in  FMS  streamlining.   Still  plans  to 
attend  IRC  meetings  with  some  frequency. 
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Update 

Gerry  Murphy  gave  testimony  on  the  hill  last  week  on  CFO  Act. 
SGL  was  discussed.   The  subcommittee  wants  to  see  minutes  of  IRC 
meetings  and  SGL  Board  meetings.   This  has  apparently  got  the 
attention  of  FMS  management.   Holden  will  make  a  presentation  to 
FMS  Commissioner  Morris  next  Tuesday  on  SGL  and  FACTS. 

Holden's  SGL  priorities  are: 

o    Issue  a  complete  SGL  TFM  in  FY  95 

o    Re-do  Section  3  (Transactions)  of  the  TFM 

o    Get  the  Budgetary  stuff  (P  &  F  and  225)  up  to  speed 

GAO  will  have  a  team  of  20  people  on  the  Audited  Consolidated 
Financial  Statements.   That's  way  more  than  we  have  working  on 
it. 


Tom  Luter  on  Staff  Operations 

In  the  early  days  of  the  SGL,  most  of  the  work  was  done  by  agency 
representatives.   As  FMS  increased  the  SGL  staff,  and  as  the 
staffers  became  more  knowledgeable,  they  took  on  more  of  the 
work.   Now  the  staff  has  been  reduced.  Only  two  people  are 
assigned  to  the  SGL  staff  full  time;  Judy  and  Damon.   It  is 
necessary  to  go  back  to  the  old  method.   Projects  will  be 
assigned  to  key  members  who  have  a  particular  interest  in  the 
subject  matter.   They  will  work  in  sub-groups  with  other 
representatives,  making  regular  presentations  to  the  full  IRC 
committee  to  make  sure  they  are  on  the  right  track. 

Dave  Mielke  said  the  small  groups  would  be  good  for  some 
projects,  not  for  others.   Each  small  group  should  report  to  the 
full  IRC  regularly  to  avoid  wasting  effort  moving  in  the  wrong 
direction. 

Dave  also  suggested  that  FMS  release  TFM  Bulletins  more  often  as 
work  is  completed.   Many  agencies  won't  take  action  until  the  TFM 
is  out.   The  present  policy  of  waiting  until  there  is  a  lot  of 
stuff  to  put  in  the  TFM  delays  implementation.   Judy  pointed  out 
that  TFM  releases  take  a  lot  of  effort.   Holden  said  it  would  be 
easier  if  we  had  DAP  fully  implemented,  but  the  lack  of  resources 
is  slowing  us  down. 

Tom-  pointed  out  that  we  are  already  using  the  sub-group  method  on 
Section  3,  and  that  one  of  today's  handouts  represents  the 
reporting  to  the  IRC  for  comment  so  the  sub-group  can  stay  on 
track. 
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A  general  discussion  then  followed  over  what  the  effective  date 
of  SGL  Board  actions  should  be.   Some  said  that  the  date  is 
outside  the  authority  of  the  Board.   Others  said  the  Board's  work 
was  not  complete  until  it  set  a  date.   Others  said  that  FACTS 
would  be  the  de  fact  date-setter.   No  conclusion  was  reached. 

Dave  suggested  that  in  the  future,  when  a  new  account  is  added, 
an  explanation  which  tells  which  lines  on  which  reports  it  hits 
should  be  included.   Then  we  don't  have  to  wait  for  a  TFM 
Bulletin.   Tom  said  we  could  do  that. 


Accounting  Transactions 

This  handout  represents  the  work  of  the  Jose  sub-group  working  on 
Section  3.   Members  were  asked  to  consider  it  carefully  and  be 
prepared  to  discuss  it  in  two  weeks.   This  is  basically  the  way 
the  new  Section  3  will  be  laid  out.   It's  only  part  of  Section  3, 
because  the  sub-group  wants  to  get  comments  before  making  a  large 
investment.   The  document  follows  the  A-Team  organization. 
Descriptions  are  as  complete  as  possible  without  writing  a 
textbook. 

The  numbering  system  has  meaning,  but  it  is  not  the  final  coding 
scheme.   Sue  said  to  be  careful  to  allow  flexibility  in  the 
coding  scheme. 

The  group  got  into  a  discussion  on  2-track  accounting,  Budgetary 
and  Proprietary,  and  whether  there  were  some  cases  where  a  single 
account  could  cover  both.   The  consensus  was  that  we  should 
maintain  a  pure  2-track  system,  independent  and  able  to  stand 
alone. 


Revenue  Task  Force 

Tom  Luter's  handout  showed  the  3  statements  that  his  FASAB  sub- 
group will  be  presenting  to  the  full  Revenue  Task  Force.   There 
is  a  Statement  of  Operations,  a  Statement  of  Financing,  and  a 
Statement  of  Changes  in  Equity. 

This  differs  from  Entity  and  Display.   Not  sure  what  FASAB  will 
do  with  the  2  approaches. 

These  statements  do  not  require  major  SGL  changes.   Tom  will  make 
a  full-blown  presentation  to  the  IRC  in  late  August. 

Dave  Mielke  still  thinks  the  Entity  definition  may  be  a  problem. 
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Appropriation  Transfers 

Jim  Brady  presented  his  package  on  Appropriation  Transfers.   He 
asked  members  to  read  it  and  be  prepared  to  discuss  in  two  weeks. 
The  paper  includes  examples  of  different  situations,  not  all  of 
which  apply  to  all  agencies. 


Establishment  of  SGL  Accounts 

Bob  Magill  presented  his  paper  on  the  establishment  of  new  SGL 
accounts.   There  was  broad  discussion  on  what  the  purpose  of  the 
paper  is.   Bob  said  it  was  to  describe  the  process.   Others  said 
it  should  be  to  determine  when  a  new  account  should  be 
established  versus  when  to  use  a  subsidiary  attribute  for  an 
existing  account.   Still  not  clear  what  the  purpose  really  is. 

In  any  event,  consensus  was  reached  on  Factor  #1.   A  new  SGL 
account  should  be  established  when  information  needed  to  fill  a 
central  reporting  requirement  cannot  be  obtained  from  an  existing 
SGL  account  or  subsidiary  attribute. 
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SGL  ISSUES  RESOLUTION  COMMITTEE  MEETING 
June  2,  1994 


PARTICIPANTS: 


Judy  Yuran 
Holden  Hogue 
Damon  Sutton 
Jose  Placer 
Shirley  Hanberry 
Allan  Lund 
Jeff  Hoge 
Tom  Luter 
Don  McKay 
David  Mielke 
Diane  Eggert 
Karen  Hunter 
Keith  Cole 
Cheryl  Dahl 
Betty  Beard 
Veronica  Kitchen 
Bob  Magi 11 
Deanna  Ammons 
Jim  Brady 
Norm  Caulder 
Tom  Leperi 
Stephen  Smith 
Sue  Mundstuck 
Thurman  Cary 
Paul  Weinberger 


FMS 

FMS 

FMS 

FMS 

FMS 

FMS 

FMS 

FMS 

FMS 

NASA 

US  DA 

USDA/CCC 

Education 

Education 

HUD 

HUD 

FBI 

DOE 

EPA 

EPA 

FNS 

DOT 

HHS 

DO/Treasury 

DOL 


The  following  handouts  were  available: 

o    SGL  Section  II 

o    Minutes  from  May  25,  1994  IRC 

o    Downward  Re-estimates  Proposal  from  Agriculture 

Revenue  Project 

Tom  Luter  presented  information  on  the  status  of  the  Revenue 
Project  being  developed  by  the  FASAB.  Some  of  the  issues  under 
discussion  are  as  follows: 


•  Appropriated  Capital  Used  will  not  be  used  to  fund 

Depreciation  Expense 

•  Appropriated  Capital  Used  will  equal  Expended  Authority 

•  Will  not  list  Donated  Capital  or  Invested  Capital  - 

only  Appropriated  Capital,  Cumulative  Results  of  Operations 
and  Future  Financing  Sources 

•  Will  not  show  Fund  Balance  with  Treasury  for  Appropriated 

Funds  -  only  if  there  is  a  liability 
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Subsidiary  Attributes 

Damon  presented  the  latest  format  and  listing  of  the  suggested 
attributes  along  with  their  definitions.  The  IRC  made  a  number  of 
changes,  additions,  and  deletions  to  the  list  and  the  definitions. 
These  changes  will  be  incorporated  and  the  updated  list  will  be 
presented  at  a  later  date. 

Inventories 

Jose  discussed  the  latest  issue  on  inventory.  Do  we  need  to  move 
the  inventory  to  Inventory  Available  for  Sale  when  you  decide  to 
sell  it  or  can  you  just  remove  it  from  inventory.  Jose  will  check 
with  Wendy  Combs  to  determine  if  this  transaction  is  necessary. 

Outlays 

Tom  Leperi  presented  a  concept  on  Outlays  and  how  to  derive  this 
information  from  the  SGL.  He  will  bring  in  additional  details  on 
this  subject  at  the  next  IRC  meeting. 
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Mr,  Horn.  I  notice  at  the  top  of  page  3  you  say  the  standard  gen- 
eral ledger  has  not  been  implemented  rapidly  in  the  agencies.  Now, 
this  gets  me  down  to  executive  accountability,  either  by  the  rel- 
evant implementing  officials,  such  as  yourself  within  the  Treasury, 
that  have  a  cross  government  responsibility,  or  also  what  has  been 
the  position  in  0MB  in  terms  of  management.  Would  that  come 
under  the  management  side  of  the  budget  or  the  fiscal  side  of  the 
budget?  To  what  degree  is  there  an  interaction,  based  on  your  ex- 
perience, with  0MB,  management  being  fairly  weak  in  terms  of 
that  role  as  the  Deputy  Director  of  the  budget — which  is  a  pet 
peeve  of  mine? 

Mr.  Murphy.  With  regard  to  implementing  the  standard  general 
ledger,  when  that  was  first  developed  a  number  of  years  ago,  the 
implementing  regulations  that  were  released  by  0MB — and  drafted 
by  the  management  side  of  0MB — basically  allowed  agencies  to  ei- 
ther adopt  the  standard  general  ledger  or  be  able  to  crosswalk  from 
their  existing  ledger  to  the  standard  for  external  reporting  pur- 
poses, so  that  for  external  reporting  we  could  get  consistency. 

That  was  necessary  because  we  didn't  want  to  require  every 
agency  in  government  to  incur  an  enormous  expense  all  at  once  in 
completely  revamping  their  systems  and  converting  over  to  a  new 
one.  So  we  gave  them  an  alternative,  which  was  to  crosswalk  for 
a  period  of  time;  and  it  has  only  been  recently  that  0MB  has  been 
putting  much  more  emphasis  on  agencies  actually  incorporating 
the  standard  general  ledger  into  the  system  that  they  are  using 
and  use  it  on  a  transaction  basis,  to  eliminate  the  crosswalking. 

Agencies,  given  that  opportunity  to  put  off  converting  their  sys- 
tem, did  so,  and  so  they  were  slow  to  actually  make  that  conver- 
sion; but  more  and  more  are  doing  it  now  because  it  is  much  more 
efficient  and  will  pay  off  in  the  long  run. 

Mr.  Horn.  I  realize  the  government  system  of  accounts,  like  all 
governments,  is  somewhat  different  than  what  we  see  in  private 
enterprise.  With  your  perspective  and  involvement — and  I  wonder 
if  others  want  to  get  into  this — is  that  really  needed  anymore?  I 
mean,  we  have  certain  basic  financial  transactions  that  occur  in 
any  human  organization  that  have  to  be  accounted  for.  Can  there 
not  be  common  software  developed  at  a  central  point  by  Treasury — 
0MB  signoff  which  could  be  furnished  to  a  lot  of  these  agencies? 

Now,  I  realize  there  is  a  problem  in  getting  from  where  we  are 
to  where  you  want  to  be  and  how  you  have  that  transition,  which 
is  a  major  problem,  but  what  is  your  thinking  on  this? 

Mr.  Murphy.  It  is  a  very  good  question  and  it  is  one  that  has 
been  discussed.  The  logic  of  it  seems  so  compelling. 

What  we  did  was  to  develop  some  standard  core  requirements  for 
agency  financial  systems,  and  we  put  those  on  a  GSA  schedule;  we 
encourage  private  vendors  to  develop  software  packages  to  meet 
those  core  requirements.  We  were  hoping  that  that  would  gen- 
erate— and  it  has  to  an  extent — some  competition  in  the  private 
sector  to  help  us  by  producing  those  systems  for  us. 

There  are  a  number  of  vendors  who  are  currently  on  that  GSA 
schedule  and  some  agencies  have  purchased  those  off-the-shelf,  but 
they  don't  fully  meet  all  the  unique  needs  of  the  agency  and  so 
there  is  always  a  tendency  to  have  to  have  something  special. 
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So  we  haven't  been  able  to  simply  develop  a  single  system  that 
everybody  can  use. 

We  have  encouraged  agencies  to  take  advantage  of  cross-servic- 
ing from  other  agencies.  As  you  may  know,  the  National  Finance 
Center  in  New  Orleans  cross-services  a  number  of  other  agencies. 
Treasury  is  doing  cross-servicing  for  some  smaller  agencies,  so  that 
not  everyone  is  going  out  and  building  a  system. 

Mr.  Horn.  One  last  question,  Mr.  Chairman,  and  that  is,  to  what 
degree,  if  any,  in  this  revamping  of  basic  financial  accounting  in 
these  agencies  are  management  information  considerations  being 
considered  and  the  attempt  made  to  generate  the  data  that  execu- 
tives need  to  make  programmatic  decisions?  To  what  degree  is  that 
either  a  problem  or  is  that  taken  into  account,  or  is  this  strictly  not 
to  be  depreciatory? 

Because  I  regard  it  as  a  key  role  in  an  organization,  the  so-called 
green-eye-shade  approach  to  it,  without  relevance  or  even  thinking 
about  the  need  of  executives  to  use  those  data  to  analyze  where  we 
are  as  an  organization — are  we  accomplishing  our  goals,  what  kind 
of  resources  should  we  be  asking  for,  et  cetera.  What  is  that  tie- 
in? 

Mr.  Murphy.  Again,  it  is  a  very  insightful  question.  We  are  quite 
interested  in  providing  information  that  is  useful  to  managers  and 
to  help  show  them  how  it  is  useful.  The  Government  Performance 
Results  Act  requiring  performance  measurement  data  is  going  to  go 
a  long  way  in  that  direction.  We  are  including  performance  meas- 
ures in  the  financial  statements,  so  we  are  cognizant  of  that. 

But  to  be  responsive  to  your  question,  I  believe  it  is  true  that  not 
all  of  the  CFO's  have  management  information  as  part  of  their  re- 
sponsibilities, so  in  a  number  of  departments,  there  is  a  separate, 
management  information  group,  and  the  financial  data  may  feed 
into  that,  but  it  is  not  uniform  throughout  the  departments.  At 
least  that  is  my  understanding. 

Mr.  Horn.  The  chair  might  well  want  to  pursue  that  and  see  if 
the  committee  could  be  helpful  in  finding  out  together,  to  what  ex- 
tent they  are  tied  together. 

Mr.  Spratt.  Let  me  ask  one  final  question  because,  Mr.  Munoz, 
you  sort  of  raised  this  issue  in  your  own  testimony.  You  have  sug- 
gested if  we,  as  a  subcommittee,  were  to  strongly  endorse  a  new 
structure  of  the  governmentwide  CFO  Council  and  its  new  mission, 
so  to  speak,  as  a  vehicle  for  change,  making  studies,  implementing 
recommendations,  it  would  be  of  assistance  to  the  whole  cause.  If 
you  would  simply  take  a  minute — that  is  about  all  we  have  got — 
to  make  a  case  for  that  endorsement,  I  think  it  would  be  useful  to 
have  it  in  the  record. 

Mr.  Munoz.  Yes,  sir,  I  think  I  can  make  the  case  very,  very  sim- 
ply in  that  the  CFO  Council  is  a  creature  created  by  statute  and, 
by  definition,  it  has  no  parents.  By  definition,  it  has  no  owner,  if 
you  will,  in  today's  jargon  and  that  we  now  have  an  owner.  That 
is,  the  CFO  Council  members  have  realized  the  importance  of  the 
Council  itself  in  today's  very  changing  world  of  the  government  in 
terms  of  all  the  requirements  that  are  being  placed  on  it,  but  in 
order  for  it  to  be  owned  by  a  member,  the  members  exercised  some 
leadership. 
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The  members  met  in  retreat  recently  and  decided  that  the  Coun- 
cil needed  to  have  active  participation  by  the  whole  group  of  per- 
sons in  charge  with  the  CFO  Act  implementation.  The  CFO  Act 
recognized  not  only  CFO's  but  recognized  deputy  CFOs. 

As  a  result,  the  Council  has  been  expanded,  doubled  in  size  if 
you  will,  to  include  the  two  members  that  were  cited  in  the  CFO 
Act,  CFO's  and  deputy  CFO's. 

Second,  they  decided  that  in  order  to  really  steer  the  vision  and 
the  agenda  of  the  Council,  the  members  themselves  should  develop 
the  agenda  for  the  Councils,  and  therefore,  one  way  that  can  come 
up  institutionally  is  to  elect,  among  its  own  peers,  elect  officers; 
there  would  be  an  executive  vice  chairman,  there  would  be  a  vice 
chairman  for  programs  that  would  look  at  the  kinds  of  things  we 
were  just  talking  about  today,  and  a  vice  chair  for  legislation,  in 
addition  to  committees.  Through  this  ownership,  we  believe  the 
CFO  Council  will  now  bear  fruit. 

Mr.  Spratt.  Aside  from  just  getting  our  encouragement  for  all 
those  things  being  done,  do  you  need  any  sharpening  of  the  statu- 
tory focus  of  the  Council,  any  changes  in  the  language  it  creates? 

Mr.  MuNOZ.  We  really  do  not.  We  believe  that  the  statute  is 
broad  enough  to  allow  us  to  do  just  exactly  what  has  occurred,  but 
just  the  recognition  by  the  subcommittee  of  the  importance  of  own- 
ership and  the  importance  of  the  Council  taking  those  steps  on  its 
own,  I  think  would  be  greatly  appreciated. 

Mr.  Spratt.  We  could  go  on  because  you  have  been  very  forth- 
coming, all  of  you,  a  very  good  panel.  We  appreciate  your  input  and 
all  of  those  who  came  with  you  today. 

Let  me  say  what  Mr.  Cox  said  and  credit  what  you  are  doing  to 
say  we  think  it  is  extremely  important  and  we  urge  you  to  stay  the 
course.  We  know  there  will  be  obstacles,  but  this  is  extremely  im- 
portant work  and  we  pledge  you  our  support  as  you  do  it.  In  par- 
ticulars like  this  where  we  can  be  of  assistance  in  giving  our  en- 
dorsement or  encouragement,  please  call  upon  us. 

Thank  you  very  much  for  coming  here  today,  and  we  will  let  you 
go  and  we  will  take  up  our  final  panel,  Mr.  Holloway,  as  soon  as 
we  return.  As  Mr.  Cox  indicated,  Mr.  Sheridan  could  not  make  it 
today  because  of  a  prior  commitment.  Thank  you  again. 

[Recess  taken.] 

Mr.  Spratt.  For  the  record,  would  you  just  proceed,  however,  by 
identifying  those  members  of  the  General  Accounting  Office  who 
are  with  you  today? 

Mr.  Holloway.  Absolutely.  On  my  left  I  have  Gary  Engel,  who 
headed  up  the  preliminary  review  at  the  Department  of  Treasury, 
he  was  also  the  overseer  of  our  execution  of  the  Customs  financial 
statement  audit  over  the  last  2  years,  so  he  can  talk  both  about  the 
review  we  did  here  and  even  to  some  of  the  questions  that  were 
raised  earlier  about  the  respective  audits. 

To  my  right  Larry  Malenich,  who  is  a  senior  audit  manager  with 
the  General  Accounting  Office,  also  worked  on  the  Customs  finan- 
cial statement  audit  and  supported  Gary  in  doing  this  preliminary 
review  at  Treasury. 

To  the  right  of  Larry  is  Bob  Dacey.  Bob  was  Gary's  equivalent 
on  the  IRS  audit  and  oversaw  that.  So  what  we  basically  have  are 
the  people  who  conducted  the  preliminary  review  at  Treasury  on 
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CFO  Act  implementation,  as  well  as  those  who  were  participating 
in  overseeing  both  of  the  respective  audits. 

Mr.  Spratt.  Great.  Glad  to  have  all  of  you  here. 

I  think  that  Chris  Cox  will  be  along  momentarily,  so  let's  go 
ahead  and  get  started  with  your  statement,  and  as  with  the  other 
witnesses,  let  me  note  for  the  record  that  you  have  prepared  and 
submitted  in  advance  testimony  which  we  have  and  will  make  part 
of  the  record,  if  there  is  no  objection,  and  you  can  summarize  it  if 
you  wish  in  presenting  it  today.  The  floor  is  yours.  We  appreciate 
the  good  effort  that  you  put  into  this  and  the  continuing  impor- 
tance that  you  and  the  General  Accounting  Office  are  assigning  to 
it. 

STATEMENT  OF  GREGORY  M.  HOLLOWAY,  ASSOCIATE  DIREC- 
TOR FOR  CIVIL  AUDITS,  ACCOUNTING  AND  INFORMATION 
MANAGEMENT  DIVISION,  GENERAL  ACCOUNTING  OFFICE, 
ACCOMPANIED  BY  GARY  ENGEL,  ASSISTANT  DIRECTOR; 
LARRY  MALENICH,  SENIOR  AUDIT  MANAGER;  AND  ROBERT 
DACEY,  ASSISTANT  DIRECTOR 

Mr.  Hollo  WAY.  Chairman  Spratt,  Congressman  Horn,  I  will  be 
brief  for  time's  sake.  I  don't  want  anyone  to  miss  lunch;  I  know 
how  important  a  meal  that  is,  and  so 

Mr,  Spratt.  I  think  the  witness  is  speaking  for  himself. 

Mr,  HoLLOWAY.  True  statement,  true  statement.  But  I  would  like 
to  touch  on  two  or  three  things  because  they  were  talked  about  a 
little  this  morning,  but  also  because  they  are  in  my  testimony,  real- 
ly more  to  amplify  what  is  in  the  testimony  and  then  give  way  to 
questions  that  you  all  might  have. 

First,  I  would  like  to  talk  about  CFO  structure  at  the  Depart- 
ment of  Treasury  I  think  in  George  Munoz  and  Ed  Verburg  the  De- 
partment of  Treasury  has  the  kind  of  people  that  the  CFO  Act  en- 
visioned when  the  act  was  passed  as  it  relates  to  the  type  of  people 
government  needs  to  help  try  to  improve  some  of  the  financial 
management  problems  that  exist.  As  was  the  case  with  Cornmerce, 
I  think  we  have  a  situation  in  the  underlying  bureaus,  while  they 
have  attempted  to  mirror  the  CFO  structure  at  the  Department,  it 
still  needs  to  be  strengthened.  And  while  there  are  numbers,  the 
mix  is  not  quite  what  it  should  be  in  the  sense  that  there  is  more 
experience  needed  in  some  of  the  bureaus.  Even  though  many,  such 
as  Morgan  Kinghorn,  who  was  talked  about  earlier,  certainly  would 
be  a  strong  CFO  candidate,  I  think  recently  Customs  has  put  in 
place  Ms.  Vincette  Goerl,  who  I  think  also  has  the  kinds  of  quali- 
fications that  you  would  look  for.  So  some  positive  things  are  occur- 
ring, but  I  think  in  some  of  the  other  bureaus  there  is  still  work 
to  be  done. 

The  one  issue — and  I  don't  know  that  Mr.  Munoz  and  I  com- 
pletely disagreed  on  it,  but  I  think  I  feel  a  need  to  amplify  the 
question  of  responsibilities,  and  I  would  address  it  a  couple  of 
ways.  What  is  at  issue  from  our  perspective  is  the  issue  of  focus — 
and  I  think  Congressman  Cox  touched  on  it — and  others  touched 
on  it,  that  when  you  look  at  what  is  before  the  Federal  Government 
in  the  area  of  financial  management  that  needs  to  be  improved,  I 
think  it  is  imperative  that  dedicated  focus  exists. 
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My  best  analogy — and  I  like  to  give  analogies  because  while  they 
simplify  it,  and  I  don't  want  to  oversimplify  it,  but  I  think  they 
make  tne  point — if  you  were  to  consider  if  two  persons  were  to  race 
a  100-yard  dash  and  you  assumed  that  they  had  equal  speed  but 
one  had  to  carry  me  on  their  back  and  the  other  one  just  had  to 
run,  who  might  you  conclude  would  win  the  race?  I  think  safely  the 
one  that  wasn't  carrying  the  extra  200-plus  pounds  would  likely 
win  the  race. 

I  think  the  same  thing  is  true  when  you  start  talking  about  re- 
sponsibility, because  the  one  that  was  running  without  me  on  their 
back  had  one  focus  and  that  was  just  to  run.  The  one  that  had  me 
on  their  back  had  to  be  concerned  with  carrying  me  and  trying  to 
run  at  the  same  time  and  probably  had  to  worry  about  hurting 
themselves  also.  So  I  think  that  in  that  same  light  when  you  start 
looking  at  the  things  that  Treasury  and  its  underlying  bureaus  are 
faced  with  in  the  way  of  financial  management,  there  is  just  so 
much  that  needs  to  be  done  that  you  really  don't  need  the  distrac- 
tions. 

My  sense  is,  in  looking  at  the  point  that  Mr.  Munoz  made,  which 
I  think  is  a  valid  point,  that  you  need  to  have  the  necessary  au- 
thority to  do  the  things  that  the  act  is  talking  about.  There  are  a 
lot  of  ways  to  get  to  the  authority,  and  it  does  not  have  to  be 
achieved  necessarily  through  moving  additional  responsibilities, 
even  though  it  is  appropriate  to  put  some  responsibilities  there. 
But  I  think  when  you  look  at  authority — and  if  I  could  steal  from 
Webster's  definition  of  "authority,"  which  is  the  power  to  influence 
or  command  thought,  opinion  or  behavior — what  you  are  really 
talking  about  and  what  I  think  the  CFO  Act  put  in  place  was  the 
need  for  that  CFO  to  have  direct  access  to  the  agency  head,  and 
that  through  that  access  you  could  exercise  the  needed  authority 
to  influence  the  kinds  of  things  that  the  act  hoped  that  the  CFO 
would  influence. 

So  I  guess  from  GAO's  perspective  and  my  personal  perspective, 
it  seems  to  me  that,  for  certain,  the  authority  aspect  of  it  needs  to 
be  addressed,  and  that  the  CFO  needs  to  be  positioned  and  have 
the  kind  of  relationship  with  the  Secretary  or  the  in-charge  person 
at  the  Department  so  that  when  the  CFO  advises  as  to  what  kinds 
of  changes  are  needed,  he  or  she  does  have  the  leverage  to  get 
those  changes  executed. 

I  would  use  IRS  as  one  example  of  this,  where  they  have  ele- 
vated that  role  as  part  of  their  reorganization,  and  we  now  see 
things  like  the  revenue  accounting  system  being  moved  under  the 
CFO  and  the  ability  to  do  that.  The  significance  of  this  change 
should  not  be  understated.  While  I  don't  want  to  regress  into  a  dis- 
cussion of  the  cultural  environment  that  exists  in  government,  but 
when  you  start  talking  about  moving  responsibilities,  there  are 
great  difficulties  in  doing  that.  I  think  it  is  a  testament  to  the  IRS 
in  showing  the  willingness  to  move  the  kinds  of  things  that  should 
be  under  the  CFO,  under  the  CFO,  and  this  illustrates  the  kinds 
of  authority  that  are  being  given  to  the  CFO,  which  are  needed  for 
them  to  correct  the  problem. 

The  next  issue  I  guess  I  would  like  to  touch  on  briefly  is  financial 
systems,  and  I  won't  belabor  this  because  I  think  everyone  here 
tnat  has  been  around  government  any  time  kind  of  knows  the 
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issue;  and  I  will  use  a  simple  analogy,  which  to  me  is  near  and 
dear,  from  when  I  was  in  college  before  the  computer  age — not  that 
I  am  an  old  man  because  computers  were  kind  of  coming  on  the 
scene  then,  but  it  is  the  difference  in  working  at  a  typewriter  ver- 
sus working  on  a  computer. 

With  a  typewriter,  if  you  made  a  mistake,  you  either  had  to  type 
it  over  or  do  a  lot  of  erasing;  and  then  you  had  to  line  it  up  right 
to  try  to  get  it  back  in  the  right  spot.  With  a  computer,  you  can 
drop  things,  move  things,  and  you  can  get  to  things  real  easily. 

That  is  the  fundamental  problem  that  many  of  these  agencies 
face;  their  systems  are  so  antiquated  that  the  ability  to  manipulate 
data  is  almost  impossible,  and  when  you  talk  about  variance  analy- 
sis and  the  ability  to  do  cost  management  and  those  kinds  of 
things,  vou  have  to  have  the  capacity  to  manipulate  data,  and 
many  of  these  systems  don't.  Also  you  have  to  have  systems  that 
have  the  flexibility  to  capture  the  kind  of  performance  information 
that  is  going  to  be  needed. 

One  of  the  challenges  facing  Treasury  and  all  of  the  government 
agencies  are  the  challenges  that  the  GPRA  brought  about.  And 
really — if  I  could  backtrack  a  second,  the  CFO  Act  brought  it  about 
because  the  CFO  Act  calls  for  performance  measurement  being  re- 
ported, and  one  of  the  things,  as  agencies  evolve,  that  I  think  we 
are  going  to  find,  and  even  in  GAO  we  found,  is  a  lot  of  times  we 
are  not  capturing  the  right  kinds  of  information  to  truly  measure 
our  performance.  Agencies  are  finding  the  same  thing,  which  is 
going  to  require  evaluating  even  if  our  systems  are  being  designed 
to  capture  what  we  need  them  to  capture  beyond  just  the  core  fi- 
nancial statements  because  much  of  what  you  talked  about,  Chair- 
man Spratt,  are  the  crucial  things  which  are  the  things  that  would 
allow  someone  like  yourself  and  this  subcommittee  to  get  those  fi- 
nancial statements,  to  be  able  to  read  the  overview,  to  be  able  to 
read  the  footnotes,  to  be  able  to  read  the  supplementary  informa- 
tion, and  then  to  be  able  to  draw  a  conclusion  about  how  well  that 
agency  performed  its  mission. 

To  me — I  have  three  sons — and  I  liken  it  to  a  report  card.  When 
the  report  card  comes  in  every  quarter,  because  I  don't  have  the 
ability  to  sit  there  at  school  with  them  every  day,  it  is  an  indicator 
for  me  to  know  how  well  they  have  performed,  and  if  I  get  some- 
thing that  doesn't  have  the  kinds  of  grades  that  I  expect  to  see, 
then  that  is  my  call  to  action  to  start  looking  into  what  kinds  of 
changes  need  to  be  made.  Likewise,  if  I  see  that  they  are  getting 
the  kind  of  grades  that  I  expect,  then  I  feel  a  lot  better  andf  I  feel 
like  I  am  doing  the  right  things. 

Financial  statements  in  many  respects  serve  the  same  purpose. 
They  basically  give  you  a  report  card  on  how  that  agency  has  per- 
formed, what  kinds  of  things  you  ought  to  think  about  that  agency, 
and  whether  or  not  you  need  to  act  as  an  oversight  committee;  so 
I  think  it  is  crucial  when  we  talk  about  financial  statements  and 
financial  systems,  that  we  think  bigger  than  just  what  is  often  re- 
ferred to  as  a  "core  general  ledger  system"  that  just  merely  crunch- 
es numbers. 

Another  issue  I  want  to  touch  on  briefly  is  audited  financial 
statements,  and  I  won't  belabor  it  other  than  to  just  say  that  we 
believe  that  Treasury  is  in  a  unique  position  to  do  agencywide  au- 
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dited  financial  statements  because  Treasury,  unlike  many  of  the 
bureaus,  had  audit  requirements  on  some  of  its  underlying  bureaus 
even  before  the  CFO  Act  passed. 

Along  that  line,  one  other  thing  you  have  at  this  table  is  the  fact 
that  I  did  the  first  audit  of  the  Office  of  Thrift  Supervision.  After 
the  law  passed,  we  did  a  stub  period  audit  of  OTS  back  in  1989 
which  was  a  3-  or  4-month  period  after  the  dissolution  of  FSLIC, 
which  created  OTS.  Basically,  those  kinds  of  agencies  have  been 
audited  historically,  Office  of  Comptroller  of  Currency,  so  one  of  the 
advantages  that  Treasury  has  that  others  didn't  have  or  don't  have 
is  the  fact  that  some  of  their  bureaus  were  already  being  audited 
when  the  act  passed.  I  think  with  the  passage  of  the  act  and  with 
the  efforts  made  by  the  people  at  Treasury,  both  in  the  IG  shop 
and  at  the  Department,  I  feel  safe  in  saying  I  think  Treasury  is 
probably  ahead  of  the  curve  in  really  making  an  effort  to  imple- 
ment the  act.  Certainly  there  are  challenges  that  they  are  going  to 
have  to  deal  with,  but  I  think  they  are  very  uniquely  positioned  to 
meet  their  goal  of  the  1996  consolidated  statement.  I  certainly  com- 
mend that  goal,  and  hope  that  every  effort  and  investment  is  made 
toward  making  sure  that  that  goal  comes  to  pass. 

The  last  issue  I  want  to  touch,  and  then  I  will  close  out  and  give 
way  to  any  questions  you  all  might  have,  is  on  the  Federal  Ac- 
counting Standards  Advisory  Board,  which  GAO  is  a  participant 
and  fully  supports,  because  I  have  heard  discussions  in  several 
hearings  about  the  utility  and  the  effectiveness  of  the  Federal  Ac- 
counting Standards  Advisory  Board.  I  think  there  are  a  couple  of 
things  that  need  to  be  observed. 

The  question  of  due  process,  that  I  think  Mr.  Murphy  talked 
about  earlier,  one  of  the  reasons  that  due  process  is  so  crucial — 
which  is  the  principal  reason  that  it  takes  the  time  it  takes  to 
produce  standards — is  that  what  you  get  from  due  process  is  buy- 
in  from  the  people  that  are  going  to  use  those  standards  so  that 
you  get  what  is  typically  referred  to  as  generally  accepted  account- 
ing principles.  It  means  just  what  the  name  infers,  that  they  are 
generally  accepted  and  thus  generally  applied,  and  I  think  that  is 
a  crucial  element. 

If  you  go  to  compare  it  to  other  standards-setting  bodies,  I  think 
you  will  find  that  FASAB  more  than  favorably  compares;  and  while 
certainly  that  standards-setting  process,  by  the  average  person  who 
doesn't  have  to  do  it,  would  appear  to  be  moving  very  slowly,  it  is 
moving  faster  or  as  fast  as  FASB,  GASB  or  any  of  the  other  stand- 
ards-setting bodies. 

I  know  from  my  work  in  the  private  sector,  one  particular  FASB 
statement  that  was  near  and  dear  to  my  heart  in  those  days  was 
the  one  on  tax  accounting  which  was  FASB  96,  and  from  the  point 
of  initiation  to  the  point  that  thing  was  implemented,  it  took  every 
bit  of  5  years;  and  that  was  merely  revising  a  standard  that  al- 
ready existed  in  APB-11.  So,  you  know,  just  to  revise  an  existing 
standard,  it  took  FASAB  5  years,  so  when  we  look  at  the  life  of 
FASB  in  the  context  of  the  body  of  work  called  standards-setting, 
I  feel  confident  that  the  setup  and  organization  of  it,  as  it  exists 
today,  is  a  good  one  and  that  we  will  have  standards  in  a  reason- 
able time  when  you  put  it  in  that  context. 
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Having  said  all  of  that,  that  pretty  much  concludes  my  state- 
ment, and  myself  and  my  colleagues  will  answer  any  questions  that 
you  all  might  have. 

[The  prepared  statement  of  Mr.  Holloway  follows:! 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  discuss  the  results  of  our 
preliminary  review  of  financial  management  at  the  Department  of  the 
Treasury  and  Its  efforts  to  Implement  the  Chief  Financial  Officers 
(CFO)  Act  of  1990.   Our  review  was  very  limited  In  scope;  however, 
as  you  requested,  we  plan  to  do  additional  work  at  Treasury. 

The  financial  statement  audits  of  Treasury's  bureaus,  funds,  and 
activities  performed  pursuant  to  the  CFO  Act  have  Identified 
serious  problems  with  financial  management  systems  and  related 
Internal  controls  at  several  of  the  Department's  bureaus.^  We 
found  that  Treasury  has  forthrlghtly  acknowledged  these  serious 
problems  and  has  placed  strong  leadership  In  key  financial 
management  positions.   These  Individuals  have  demonstrated 
commitment  to  the  CFO  Act  and  have  efforts  under  way  to  fix  many  of 
Treasury's  long-standing  problems.   While  implementing  its 
improvement  initiatives  will  be  a  long-term  endeavor.  Treasury 
should  continue  to  take  actions  to  enhance  the  CFO  structure  and 
ensure  that  financial  management  staff  are  adequately  trained. 


^Financial  Audit;  Examination  of  Customs'  Fiscal  Year  1993 
Financial  Statements  (GAO/AIMD-94-119,  June  15,  1994);  Financial 
Audit;  Examination  of  IRS'  Fiscal  Year  1993  Financial  Statements 
(GAO/AIMD-94-120,  June  15,  1994);  and  1993  Audited  Chief 
Financial  Officer's  Annual  Report  for  the  United  States  Mint 
(OIG-94-084) . 
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The  five  areas  of  CFO  Act  implementation  which  I  will  discuss  today 
are 

—  CFO  qualifications, 
--  CFO  structure, 

--  training  of  financial  management  staff, 

—  financial  management  systems,  and 

--  audited  financial  statements. 

For  each  area,  I  will  discuss  the  act's  requirements,  describe 
Treasury's  efforts  to  address  those  requirements,  and  provide  our 
preliminary  observations  about  those  efforts. 

CFO  QUALIFICATIONS 

A  key  element  of  the  CFO  Act  is  the  requirement  to  have  a  qualified 
CFO  and  Deputy  CFO  who  can  provide  strong  financial  management 
leadership  throughout  the  agency.   The  act  stipulated  that 
individuals  in  these  positions  are  to  be  responsible  for  oversight 
of  financial  management  activities  relating  to  agency  programs  and 
operations  and  are  to  report  directly  to  the  agency  head  on  such 
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matters.   The  CFO  Act  envisioned  this  requirement  as  a  foundation 
for  Improved  financial  management  in  the  federal  government. 

Accordingly,  the  act  established  specific  qualifications  for  the 
CFO  and  Deputy  CFO.   The  act  required  that  the  CFO  "possess 
demonstrated  ability  in  general  management  of,  and  knowledge  of, 
and  extensive  practical  experience  in  financial  management 
practices  in  large  governmental  or  business  entities."   The  act's 
requirements  for  the  Deputy  CFO  were  even  more  specific.   This 
individual  was  to  have  "demonstrated  ability  and  experience  in 
accounting,  budget  execution,  financial  and  management  analysis, 
and  systems  development,  and  not  less  than  six  years  practical 
experience  in  financial  management  at  large  government  entities." 

Currently,  Treasury  appears  to  have  strong  leadership  in  these  key 
positions.   The  CFO  has  sound  academic  training,  is  a  certified 
public  accountant,  and  has  extensive  general  managerial  experience. 
The  Deputy  CFO,  who  has  held  this  position  since  it  was  established 
soon  after  the  passage  of  the  act,  has  an  extensive  financial 
management  background.   Both  individuals  have  demonstrated  a 
commitment  to  the  objectives  of  the  CFO  Act  and  have  developed 
plans  for  Implementing  its  requirements. 
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CFO  STRUCTURE 


Treasury  reported^  that  it  made  organizational  changes  and 
realigned  financial  management  responsibilities  to  conform  to  the 
act's  requirements,  and  revised  many  internal  policy  directives  to 
consolidate  departmentwide  financial  management  responsibilities 
under  the  Department's  CFO.   It  has  mirrored  the  act's 
organizational  structure  at  its  bureaus.   In  its  12  bureaus,^ 
Treasury  currently  has  10  CFOs  and  1  acting  CFO;  whereas  prior  to 
the  passage  of  the  act,  it  only  had  CFOs  at  2  bureaus  (the  Internal 
Revenue  Service  (IRS)  and  the  Bureau  of  Engraving  and  Printing). 

Treasury  has  made  commendable  efforts;  however,  it  needs  to  take 
further  actions  to  ensure  that  its  CFO  structure  provides  effective 
financial  management  for  the  Department's  significant  and  complex 
financial  activities.  For  example,  the  Treasury  should  strive  to 
ensure  that  the  CFO's  responsibilities  correspond  to  those  listed 
in  the  act  and  that  CFO  Act  implementation  is  strengthened  at  the 
bureau  level. 


'Chief  Financial  Officers  Annual  Report  for  Fiscal  Year  1992. 

^The  Department  of  the  Treasury  comprises  11  distinct  bureaus  and 
the  Departmental  Offices. 


120 

CFO  Responsibilities 

The  act  envisioned  that  the  CFO  and  Deputy  CFO  would  have 
sufficient  responsibility  and  authority  to  influence  and  direct 
financial  management  decisions  throughout  the  Department. 
Specifically,  the  responsibilities  of  the  CFO  and  Deputy  CFO  were 
to  include 

—  overseeing  all  financial  management  activities  relating  to  the 
agency's  programs  and  operations; 

—  developing  and  maintaining  an  integrated  agency  accounting  and 
financial  management  system,  including  financial  reporting  and 
internal  controls; 

--  directing,  managing,  and  providing  policy  guidance  and  oversight 
of  agency  financial  management  personnel  activities  and 
operations;  and 

—  monitoring  the  financial  execution  of  the  budget  and  preparing 
timely  performance  reports. 

Similar  to  the  situation  at  the  Department  of  Commerce  on  which  we 
testified*  on  June  28,  1994,  before  this  Subcommittee,  Treasury's 


^Financial  Management;   Status  of  CFO  Act  Implementation  at  the 
Department  of  Commerce  (GAO/T-AIMD-94-150) . 
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CFO  also  performs  roles  and  functions  beyond  tnose  envisionea  oy 
the  act.   As  a  result,  the  CFO  has  many  responsibilities  that  are 
marginally,  related  or  totally  unrelated  to  financial  management. 
For  example,  the  CFO  is  responsible  for  departmentwide  procurement 
and  personnel  functions.   These  additional  responsibilities  have 
the  potential  to  distract  the  CFO  from  promptly  concentrating  on 
fixing  the  significant  financial  management  challenges  facing  the 
Department . 

In  our  December  1992  transition  series  report,'  we  raised  concerns 
that  for  a  number  of  agencies,  such  as  the  situation  at  Treasury, 
the  CFO  designation  was  added  to  the  position  of  assistant 
secretary  for  management  or  administration--position8  that  have 
very  broad  responsibilities.   This  is  basically  the  way  financial 
management  responsibilities  were  structured  before  the  CFO  Act,  and 
that  approach  did  not  work.   Its  continuing  use,  in  cases  in  which 
the  CFO  has  a  large  number  of  responsibilities  beyond  areas  such  as 
budgeting  and  financial  management,  could  dilute  the  CFO's  role  and 
thereby  not  foster  the  needed  urgency  and  undivided  attention  so 
vital  to  the  success  of  this  position.   Treasury,  which  has 
provided  broad  responsibilities  to  its  CFO,  will  have  to  ensure 
that  the  proper  attention  is  placed  on  pressing  CFO  matters  and,  if 
not,  consider  appropriate  changes. 


'Financial  Management  Issues  (GAO/OCG-93-4TR,  December  1992). 
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Bureau  CFO  Structure 

The  CFO  Act  required  a  CFO  and  Deputy  CFO  position  at  the 
department  level  but  did  not  require  similar  positions  at  the 
bureau  level.   However,  the  Office  of  Management  and  Budget's  (OMB) 
guidance  on  CFO  organization  plans'  recommended  that  the 
relationship  between  the  CFO  and  component  financial  management 
activities  be  reenforced.   This  could  be  done  through  mechanisms 
such  as  CFO  councils  or  CFO  positions  within  the  bureaus.   It  is 
especially  important  since  the  CFO  Act  makes  clear  that  the  CFO  is 
responsible  for  overseeing  all  financial  management  activities 
relating  to  an  agency's  programs  and  operations. 

Ten  of  the  12  bureaus  currently  have  a  CFO,  and  1  bureau  has  an 
acting  CFO.   Eight  of  the  bureaus  have  a  Deputy  CFO,  and  four  have 
an  acting  Deputy  CFO.   Also,  Treasury  has  established  a  Financial 
Management  Council,  which  is  chaired  by  the  Deputy  CFO  and  consists 
of  financial  management  representatives,  often  the  CFO  or  Deputy 
CFO,  from  each  of  the  bureaus.   This  council  meets  monthly  to 
address  financial  statement  preparation,  audit  issues,  and  other 
financial  management  topics  of  interest.   In  addition.  Treasury's 
Deputy  CFO  meets  periodically  with  each  bureau's  CFO  to  discuss  and 
provide  guidance  on  resolving  the  bureau's  specific  financial 
management  problems. 


'Guidance  for  Preparing  Organization  Plans  Required  by  the  Chief 
Financial  Officers  Act  of  1990,  M-91-07,  February  27,  1991. 
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While  Treasury  has  established  CFO  positions  within  most  of  Its 
bureaus,  some  of  these  Individuals  do  not  have  an  accounting  or 
finance  related  education  or  significant  practical  experience  In 
financial  management.   In  addition,  similar  to  the  situation 
previously  noted  for  the  Department's  CFO,  several  of  the  CFOs  at 
the  bureaus  also  have  many  responsibilities  that  are  marginally 
related  or  totally  unrelated  to  financial  management. 

Treasury  Is  a  large,  diverse  agency.   This  diversity  Is  reflected 
In  Its  12  bureaus,  which  are  responsible  for  such  various  missions 
as  formulating  and  recommending  domestic  and  International 
financial,  economic,  and  tax  policy;  participating  In  the 
formulation  of  broad  fiscal  policies  that  have  general  significance 
for  the  economy;  managing  the  public  debt;  enforcing  various  laws. 
Including  those  concerning  Treasury-related  crimes.  Internal 
revenue  laws,  tariff  and  export  laws,  and  laws  covering  alcohol, 
tobacco,  firearms  and  explosives;  serving  as  the  financial  agent 
for  the  government;  and  manufacturing  coins,  currency,  and  other 
products  for  customer  agencies.   Bureau  operations  vary  In  size  and 
complexity.   The  largest  had  a  fiscal  year  1993  operating  budget  of 
$7.4  billion,  and  the  smallest  had  a  budget  of  $111  million  for  the 
same  period.  The  two  largest  bureaus — IRS  and  the  U.S.  Customs 
Service- -constitute  approximately  73  percent  of  Treasury's  $12.7 
billion  fiscal  year  1993  operating  budget.   Many  of  Treasury's 
bureaus  are  comparable  in  size  and  operation  to  large  companies  In 
the  private  sector,  and  several  have  reported  numerous  problems 
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with  their  financial  management  systems  and  related  Internal 
controls. 

Strong  financial  management  leadership,  strategically  positioned 
throughout  each  of  these  bureaus  and  delegated  appropriate 
responsibilities  and  authority,  would  further  assist  Treasury  In 
Improving  Its  financial  management  and  carrying  out  the  goals  and 
objectives  of  the  CFO  Act.   For  these  reasons,  we  believe  that  each 
bureau's  CFO  and  Deputy  CFO  should  possess  financial  management 
qualifications  and  responsibilities  similar  to  those  stated  In  the 
act  for  the  department-level  CFO  and  Deputy  CFO  and  function  as  the 
key  liaisons  with  the  Treasury  CFO. 

TRAINING  OF  FINANCIAL  MANAGEMENT  STAFF 

The  CFO  Act  requires  the  CFO  to  ensure  that  financial  management 
staff  are  adequately  trained  to  carry  out  agency  financial 
management  functions.   The  need  for  qualified  financial  management 
personnel  has  been  recognized  by  GAO,  OMB,  and  the  Congress,  and  we 
have  reported  that  well-qualified  financial  management  personnel 
are  critical  to  carrying  out  the  act's  requirements.   In  our 
transition  series  report,  we  called  on  the  CFOs  to  address 
immediately  the  serious  problem  of  attracting  and  retaining  well- 
qualified  financial  management  personnel.  We  said  that  If 
financial  management  staffing  problems,  which  are  prevalent  across 
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the  government,  are  not  dealt  with  effectively,  progress  in  all 
areas  will  languish. 

Treasury  officials,  including  the  bureau  CFOs,  recognize  the  need 
for  improved  training  for  financial  management  staff.   Several  of 
the  bureaus'  CFOs  stated  that  a  departmentwlde  financial  management 
training  program  is  badly  needed.   In  an  effort  to  strengthen  staff 
capabilities,  and  thereby  enable  the  Department  to  more  fully 
implement  the  CFO  Act,  the  Deputy  CFO  stated  that  Treasury  plans  to 
establish  training  curriculum  and  requirements  for  all  financial 
management  staff.   In  addition.  Treasury  has  efforts  under  way  to 
establish  a  comprehensive  employee  development  progreun  aimed  at 
senior  financial  managers  who  are  viewed  as  future  CFOs  and  Deputy 
CFOs.   Treasury  officials  visualize  this  training  as  a  CFO  Act 
driven  program,  directly  related  to  and  in  response  to  the  act's 
requirements  and  aimed  at  providing  a  better  capability  for 
addressing  financial  management  weaknesses  and  obtaining 
unqualified  opinions  on  its  financial  statements. 

Although  Treasury  Department  and  bureau  officials  have  made  efforts 
to  improve  the  technical  skills  held  by  the  financial  management 
staff,  there  Is  still  room  for  substantial  progress.   For  example, 
during  our  fiscal  year  1993  financial  statement  audits  of  Customs 
and  IRS,  we  noted  that  although  top  management  at  these  agencies 
had  demonstrated  the  vision  for  and  dedication  to  improving 
financial  management,  they  still  face  the  significant  challenge  of 
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establishing  a  financial  management  team  with  sufficient  expertise 
to  provide  the  reliable  financial  information  needed  to  effectively 
achieve  their  missions. 

It  is  important  for  Treasury  officials  to  continue  to  invest  in 
training  to  ensure  that  financial  management  personnel  increase 
their  professional  skills  to  keep  pace  with  emerging  technology  and 
developments  in  financial  management.   Given  the  limited 
opportunities  to  increase  staffing,  training  and  other  forms  of 
professional  development  for  existing  staff  present  the  most 
concrete  opportunities  for  Treasury  to  enhance  staff  capabilities. 
Treasury  should  place  a  high  priority  on  fulfilling  its  plans  to 
establish  training  requirements  for  all  financial  management  staff 
and  should  monitor  adherence  to  the  requirements  to  ensure  that 
staff  are  receiving  the  training. 

In  our  transition  series  report,  we  called  on  the  CFOs  to  place 
greater  priority  on  training  efforts  and  suggested  that  financial 
management  personnel  be  required  to  participate  in  a  minimuin  amount 
of  continuing  professional  education  (CPE).   For  example, 
government  auditors  are  required  to  attain  80  hours  of  CPE  every  2 
years,  and  this  requirement  has  helped  ensure  audit  quality  and 
professionalism. 
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FINANCIAL  MANAGEMENT  SYSTEMS 

The  Department  of  the  Treasuzry  recognizes  that  It  continues  to  have 
serious  problems  with  a  number  of  Its  financial  and  revenue  systems 
and  Is  acting  to  correct  them.   Treasury  Is  the  primary  revenue 
collector  for  the  federal  government:   For  fiscal  year  1993,  It 
reported  collections  of  $1.2  trillion  by  IRS,  $21.6  billion  by 
Customs,  and  $12.9  billion  by  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms.   In  addition  to  these  major  revenue  collectors. 
Treasury's  Bureau  of  Public  Debt  Is  charged  with  accounting  for  the 
over  $4.4  trillion  of  borrowings  of  the  federal  government  and  the 
related  Interest  costs,  which  amounted  to  $292.5  billion  In  fiscal 
year  1993.   The  activities  of  each  of  these  bureaus  have  a 
tremendous  Impact  on  the  operations  of  the  federal  government;  yet, 
each  continues  to  have  significant  problems  with  Its  financial  and 
revenue  systems. 

For  Instance,  the  Treasury  Inspector  General  (IG)  reported^ 
problems  with  various  accounting  systems  at  the  Bureau  of  Alcohol, 
Tobacco  and  Firearms.   Specifically  noted  were  deficiencies  In  the 
accounting  systems  Intended  to  account  for  and  report  excise  tax 
collections  and  control  the  bureau's  Inventory  of  over  13,000 
firearms. 


^Semiannual  Report  to  the  Conqress,  March  31,  1994. 
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In  addition,  in  its  1992  Annual  Report,  Treasury  reported  that  the 
primary  automated  system  utilized  by  the  Bureau  of  Public  Debt  to 
perform  financial  management  responsibilities  is  on  the  verge  of 
technical  obsolescence.   This  system  is  not  an  integrated 
accounting  system  and,  therefore,  requires  the  Bureau  to  maintain 
ad  hoc  systems  to  process  certain  data,  such  as  commitment 
information  critical  in  the  budget  execution  process.   Treasury 
also  reported  that  other  financial  management  related  processes  at 
the  Bureau  remain  manual  and  cumbersome,  including  cash 
reconciliations  and  the  production  of  various  external  reports  such 
as  the  Treasury  required  financial  statements  (SF-220  series).   A 
new  administrative  accounting  system,  intended  to  alleviate  these 
problems,  is  targeted  for  implementation  by  October  1,  1994. 

Further,  in  connection  with  our  fiscal  years  1992  and  1993  audits 
of  the  financial  statements  of  IRS  and  Customs,  we  found  antiquated 
and  deficient  financial  management  systems  which  did  not  provide 
the  meaningful  and  reliable  financial  information  needed  to 
effectively  manage  and  report  on  these  bureaus'  operations  and  to 
carry  out  their  missions. 

Primarily  due  to  such  financial  systems  problems,  0MB  placed  the 
Department  of  the  Treasury  on  its  list  of  high-risk  management 
areas.   The  problems  at  the  Treasury  bureaus  generally  stem  from: 

—  antiquated  and  nonintegrated  core  financial  management  systems; 
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--  core  systems  that  do  not  readily  and  reliably  provide  needed 
financial  information;  and 

--  nonstandardized  subsystems. 

Treasury  reported'  that  it  has  made  substantial  progress  in  the 
area  of  financial  systems  and  is  in  the  process  of  developing  an 
integrated,  departmentwide  financial  management  system  which  will 
provide  relevant  and  reliable  financial  statements  with  the 
necessary  performance  and  program  measures.   Specifically,  Treasury 
is  in  the  process  of  or  plans  to: 

--  Further  reduce  the  number  of  core  financial  systems  In  its 

bureaus.   In  1989,  it  had  9  systems  for  11  bureaus.   Currently, 
its  12  bureaus  use  4  systems.   By  fiscal  year  1996,  Treasury 
plans  to  reduce  the  number  of  core  systems  to  two  for  all  of  its 
bureaus.   The  two  core  systems  are  expected  to  comply  with  the 
requirements  of  the  CFO  Act  and  the  Joint  Financial  Management 
Improvement  Program  guidelines  for  core  accounting  systems. 

—  Standardize  subsystems  departmentwide  (for  example,  revenue, 
procurement,  and  budget)  using  the  strategies  developed  by  its 
Financial  Management  Systems  Advisory  Council.   Planned 


'Secretary's  Annual  Statement  and  Report;   Federal  Managers' 
Financial  Integrity  Act,  (Fiscal  Year  1993);  The  Department  of  the 
Treasury  Financial  Management  Status  Report  and  Five-Year  Plan, 
Fiscal  Years  1993  -  1997  (August  1993). 
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completion  dates  for  the  various  subsystems  range  from  1994  to 
1996. 

—  Identify  opportunities  for  cross-servicing  (for  example,  between 
the  Office  of  Inspector  General  and  the  Departmental  Offices  for 
administrative  accounting  services)  on  a  Treasury-wide  basis. 

—  Developing  a  departmental  database  that  will  provide  the  CFO  and 
the  Department  with  more  timely  and  frequent  electronic  access 
to  key  bureau-level  financial  and  program  performance  data. 
Treasury  plans  to  begin  a  live  data  transfer  from  three  test 
pilot  bureaus  in  September  1994,  with  implementation  targeted 
for  fiscal  year  1995. 

—  Ensuring  that  individual  bureau  financial  system  actions  are 
made  in  accordance  with  departmentwlde  strategies. 

Because  of  the  difficulty  and  complexity  of  this  undertaking, 
proper  oversight  and  management  will  be  critical  to  its  success. 
Adopting  modern  and  innovative  management  practices  used 
successfully  by  other  organizations  could  help  Treasury  to  achieve 
its  goals.   For  instance.  Treasury  may  wish  to  consider  adopting 
the  practices  leading  private  and  public  organizations  have  used 
successfully  to  manage  their  information  resources.  We  reported  on 
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these  practices  in  May  1994.'  Despite  spending  more  than  $200 
billion  governmentwide  on  information  management  and  systems  over 
the  past  12  years,  the  federal  government  has  little  evidence  of 
meaningful  results.   We  found,  however,  that  solutions  to  seemingly 
intractable,  complex  information  management  problems  do  exist. 

Our  report  focuses  on  what  agencies  can  do  now  to  Improve 
performance  by  using  new  approaches  to  managing  information  and 
financial  related  technologies.   Our  report  summarizes  11 
fundamental  practices  that  led  to  performance  improvements.   They 
fall  under  three  key  functions:   (1)  deciding  to  work  differently, 
(2)  directing  resources  toward  high-value  uses,  and  (3)  supporting 
improvements  with  the  right  skills,  roles,  and  responsibilities. 

Another  reason  for  Improving  its  financial  systems  is  to  provide 
complete,  reliable,  and  timely  Information,  all  of  which  form  the 
basis  for  sound  performance  data.   Treasury  is  taking  steps  to 
improve  planning  and  performance  through  the  use  of  financial  and 
operational  performance  data.   Treasury  bureaus  account  for  4  of 
the  53  pilot  projects  under  way  to  meet  the  requirements  of  the 
Government  Performance  and  Results  Act  of  1993  (GPRA).   The  Bureau 
of  Engraving  and  Printing,  the  U.S.  Mint,  IRS,  and  Customs*  Office 
of  Enforcement  have  all  submitted  performance  plans  to  0MB  as 
required  under  the  GPRA.  Because  the  scope  of  our  work  to  date  was 


'Executive  Guide;   Improving  Mission  Performance  Through  Strategic 
Information  Management  and  Technology — Learning  From  Leading 
Organizations  (GAO/AIMD-94-115,  May  1994). 
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limited,  we  did  not  evaluate  the  design  of  the  performance  plans. 
However,  pursuant  to  the  GPRA,  we  will  be  reviewing  a  cross  section 
of  GPRA  pilots  to  assess  the  Implementation  of  the  GPRA,  and  this 
review  will  Include  at  least  one  of  the  Treasury  pilot  projects. 

Our  transition  series  report  and  the  National  Performance  Review 
both  recommended  shifting  the  focus  of  federal  management  and 
accountability  more  towards  program  results  and  outcomes.   Greater 
accountability  can  be  established  through  reporting  that  combines 
the  agency  CFO,  Federal  Managers'  Financial  Integrity  Act  (FMFIA), 
and  GPRA  reports  and  focuses  on  outcomes  and  results.   Such  a 
process  will  provide  congressional  and  other  decisionmakers  with 
critical  Information  needed  to  fully  assess  the  results  of  federal 
programs  and  to  establish  future  strategies.   Because  all  four  of 
Treasury's  GPRA  pilot  agencies  are  also  required  to  prepare  audited 
financial  statements  under  the  CFO  Act  and  submit  annual  FMFIA 
reports  to  the  Department,  the  Treasury  may  be  an  appropriate 
candidate  for  piloting  such  a  combined  reporting  approach. 

AUDITED  FINANCIAL  STATEMENTS 

The  CFO  Act  requires  that  each  department's  IG  perform  financial 
statement  audits  of  their  respective  revolving  funds,  trust  funds, 
and  commercial  activities.   In  addition,  it  requires  audits  of  the 
financial  statements  of  IRS  and  Customs.   Prior  to  implementation 
of  the  CFO  Act,  several  of  Treasury's  bureaus  and  funds  were 
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required  to  be  audited  pursuant  to  other   legislation.      Table   i 
sununarizes   the  audit  requirements  and  applicable   fiscal  year   1993 
auditors'    opinions   for  Treasury's  bureaus,    funds,    and  activities. 

fable   t i      Summary  ja£  Audit  Requirements  and  Fiscal  Year   1993 
Auditors '  Opinions 
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1  III  ■■   1 
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Suparvlalon 

183,827 

191,718 

Y.. 

Yaa 

Unquallflad 

IPA 

Dapartaantal 
Offlca*  -  Working 
Capital  Fund 

123,173 

123,173 

Ro 

Y.. 

Unquallflad 

IPA 

Oapartmantal 
Offlca*  -  Tr«a»ury 
Forfvltura  Fund 

155,639 

62,283 

Ho 

Y.. 

Unquallflad 

IPA 

Dapar-OMntal 
Offlcaa  -  Olfta 
and  Baquaata  Fund 

119 

74 

Ho 

Yaa 

Unquallflad 

IPA 

Total  coimtly 
•odltad 

tl. 201, 070, 433 

$13,842,836 

Total 

$1,213,991,971 

$307,690,405 

Souzea:  Tha  prloary  aourca  of  Inforaatlon  In  thla  tabla  la  Traaaury'a  Chlaf  Financial  Oftleara  Annual  Raport 
for  Flacal  Yaar  1993. 

^Bxpandlturaa  of  tha  Buxaau  of  Public  Oabt  Includa  $292.5  billion  of  Intarsat  on  public  dabt. 

""iha  U.S.  Mint  racalvad  an  unquallflad  opinion  on  Ita  flacal  yaar  1993  Stat  Mint  of  Financial  Pcaltlon. 

°Includaa  ravanua  and  axpadlturaa  of  tha  Bathar  Cattal  SehJ^tt  01ft  Fund.  Thla  Fund  racalvwl  an  unquallflad 
opinion  on  Ita  flacal  y»ar  1993  financial  atatananta. 


As  authorized  by  the  act,   GAO  elected  to  audit  the   fiscal  years 
1992   and   1993   financial   statements   of  both  IRS  and  Customs.      In  an 
effort  to  gain  financial   statement  audit  experience  and  position 
themselves  to  perform  the  financial  statement  audits  required  by 
the  act,    32  Office  of   Inspector  General    (OIG)    auditors  participated 
in  the  fiscal  year  1993   financial  statement  audit  of  Customs  and  5 
participated,    along  with  numerous   IRS   internal  auditors.    In  the 
fiscal  year   1993   financial  statement  audit  of   IRS.      The   IG  will 
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perform  the  audit  of  Customs'  fiscal  year  1994  financial  statements 
and  anticipates  performing  the  IRS  audit  in  the  future. 

As  of  June  1994,  the  OIG  had  256  professional  staff,  175  of  which 
were  assigned  as  auditors.   Our  preliminary  review  of  the  OIG 
staff's  backgrounds  showed  that  46  were  certified  public 
accountants,  and  an  additional  104  had  accounting  or  financial 
management  related  degrees. 

As  noted  in  table  I,  financial  statement  audits  are  not  currently 
required  for  the  bureaus  of  Alcohol,  Tobacco  and  Firearms,  Public 
Debt,  United  States  Secret  Service,  Federal  Law  Enforcement 
Training  Center,  and  portions  of  the  Departmental  Offices. 
Treasury  has  reported  that  it  plans  to  have  financial  audits 
performed  for  the  fiscal  year  1995  financial  statements  of  the 
bureaus  of  Alcohol,  Tobacco  and  Firearms  and  Public  Debt.   In 
addition,  the  Department  plans  to  conduct  an  agencywlde  audit  for 
fiscal  year  1996.   We  believe  that  meeting  the  fiscal  year  1996 
timetable  set  by  Treasury  for  the  agencywlde  audit  is  critical 
given  (1)  the  significance  of  the  activities  of  these  bureaus  on 
the  operations  of  the  federal  government,  (2)  the  significant 
financial  management  weaknesses  that  have  been  reported  by  the 
Department  or  the  IG  at  several  of  these  bureaus,  and  (3)  that 
pending  legislation  (H.R.  3400  and  S.  2170)  calls  for  agencywlde 
financial  audits  for  all  CFO  Act  agencies. 
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We  have  testified  on  several  occasions,  most  recently  on  June  21, 
1994,^°  on  the  substantive  benefits  and  progress  that  have  been 
achieved  from  the  CFO  Act's  program  of  pilot  agencywide  financial 
statement  audits.   The  pilot  audits  have  demonstrated  their  value 
in  many  important  ways,  including  better  highlighting  agencies' 
true  financial  conditions.   Audited  financial  statements  have  also 
been  integral  to  identifying  management  inefficiencies  and 
weaknesses  and  highlighting  gaps  in  safeguarding  the  government's 
assets  and  possible  illegal  acts.   Additionally,  the  CFO  Act 
financial  audits  have  identified  actual  and  potential  savings  of 
hundreds  of  millions  of  dollars.   We  are  confident  that  the 
Department  of  the  Treasury  would  also  benefit  from  such  a  thorough 
review  for  those  bureaus  not  currently  covered  under  the  act's 
requirements.   Our  audits  of  IRS  and  Customs  have  identified 
critical  financial  management  problems,  and  the  Department  and 
these  bureaus  have  demonstrated  their  commitment  to  addressing 
these  problems.   For  example,  in  a  letter  to  the  Comptroller 
General^^  regarding  reported  findings  and  recommendations  from  our 
audit  of  Customs'  fiscal  year  1992  financial  statements,  the 
Secretary  of  the  Treasury  stated  his  assurance  that  implementation 
of  the  necessary  financial  management  improvements  is  one  of  the 
Department's  top  priorities. 


"Financial  Management!  CFO  Act  Is  Achieving  Meaningful  Progress 
(GAO/T-AIMD-94-149,  June  21,  1994). 

^^Letter  dated  April  28,  1994,  froni  Lloyd  Bentsen,  Secretary  of  the 
Treasury. 
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Benefits  such  as  tnese  strongiy  support  our  oexier  tnat  tnw  act's 
requirement  for  agencywide  audited  financial  statements  should  be 
expanded  to  all  23  CFO  Act  agencies.   We  are  encouraged  by  the 
House's  passage  of  the  provisions  of  H.R.  3400,  the  Government 
Reform  and  Savings  Act  of  1993,  which  included  the  requirement  for 
agencywide  audited  financial  statements  for  the  government's  23  CFO 
Act  agencies.   The  Senate  Committee  on  Governmental  Affairs  last 
month  reported  a  financial  management  reform  bill,  S.  2170,  that 
would  require  CFO  Act  agencies  to  prepare  agencywide  audited 
financial  statements.   Our  support  for  this  legislation  is  based  on 
the  solid  record  of  the  CFO  Act's  pilots,  which  have  been  highly 
successful.   The  Director  of  0MB  agrees  with  this  assessment  and 
reported  to  the  Congress  last  November  that  the  pilot  program  has 
been  successful. 


Mr.  Chairman,  this  concludes  my  statement.   We  are  at  a  critical 
juncture  in  our  national  government  as  we  address  the  need  for  real 
management  reform  and  the  clear  message  from  the  American  people 
that  they  want  a  smaller,  more  responsive  government.   I  view  the 
environment  today  as  a  tremendous  opportunity  for  change  and  look 
forward  to  working  with  the  Subcommittee  as  it  strives  for  a  better 
managed  government.   I  will  be  glad  to  answer  any  questions  that 
you  or  other  members  of  the  Subcommittee  may  have  at  this  time. 
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Mr.  Spratt.  Fine.  Thank  you  very  much,  Mr.  Holloway.  We  ap- 
preciate your  testimony  and  your  commitments  and  diligence  in 
trying  to  get  this  difficult  task  completed. 

You  heard,  because  you  were  here  earlier,  some  of  the  questions 
we  put  forth.  We  left  off  with  the  question  to  Mr.  Munoz  about  the 
CFO  Council.  He  was  asking  our  subcommittee  for  an  endorsement 
of  the  notion  of  having  a  CFO  Council,  which  is  a  policymaking 
body  and  kind  of  a  collective  spearhead  for  the  executive  agency. 

Cfould  you  give  us  some  insight  on  what  is  happening  there,  and 
do  you  think  that  we  should  give  some  impetus  to  this  change  in 
the  structure  and  focus,  mission  of  the  CFO  Council? 

Mr.  Holloway.  Well,  we  haven't  studied  the  current  structure  as 
it  exists  in  any  great  depth.  I  would  tell  you  I  think  the  concept 
of  the  CFO  Council  is  certainly  a  good  one,  and  I  think  your  sup- 
port in  that  endeavor  would  certainly  be  useful.  The  purpose  that 
it  is  trying  to  achieve — which  I  think  is  a  needful  purpose — is  some 
level  of  uniformity  in  how  you  treat  issues. 

Otherwise,  what  you  would  end  up  with  is  a  lot  of  agencies  going 
in  a  lot  of  different  directions;  and  as  you  start  to  try  to  pull  to- 
gether financial  information  for  the  Federal  Government,  some- 
thing like  a  CFO  Council  can  be  crucial  in  ensuring  that  you  are 
getting  consistent,  reliable,  and  complete  data,  and  I  think  it  is  an 
avenue  for  agencies  to  talk  to  each  other,  for  the  key  financial  man- 
agers to  talk  to  each  other  and  share  and  exchange  ideas. 

Certainly  it  can  be,  as  Congressman  Horn  said,  a  grouping  of 
groupies  that  maybe  isn't  always  as  productive  as  it  could  be,  but 
I  think  there  is  great  benefit  to  be  derived  fi-om  it.  I  think  right 
now  there  are  quite  a  few  CFO's  that  are  very  capable  people,  and 
I  think  there  is  a  lot  of  productivity  that  could  come  from  that  proc- 
ess. 

Mr.  Spratt.  We  have  got  some  continuing  things  here  in  this 
hearing,  as  well  as  in  prior  hearings,  including  the  last  where  you 
testified.  We  had  an  issue  there  about  the  portfolio,  the  assignment 
of  responsibilities  to  the  CFO  and  whether  or  not  it  served  the  pur- 
poses of  this  act  to  have  a  CFO  who  was  engaged  in  other  things. 
The  argument  we  heard  then  and  heard  today  is  that  it  helps  to 
have  a  CFO — at  least  in  the  case  of  Mr.  Munoz  in  which  he  was 
arguing  that  in  the  implementation  stage,  it  helps  to  have  a  CFO 
who  is  engaged  in  the  rest  of  the  Department,  it  gives  him  lever- 
age, it  gives  him  authority  within  the  Department  that  is  broader 
than  just  a  narrow  financial  management  role. 

On  the  other  hand,  you  are  making  the  case,  it  seems  to  me,  if 
I  understood  you  correctly,  for  single-mindedness  of  focus.  You 
think  that  it  is  a  mistake  to  have  the  CFO  in  Treasury  also  en- 
gaged in  other  managerial  responsibilities? 

Mr.  Holloway.  Well,  I  think,  as  I  read  Mr.  Munoz's  statement — 
for  the  kinds  of  things  he  mentioned  in  the  statement,  I  think  they 
are  perfectly  appropriate  for  a  CFO  to  be  in,  but  those  things  were 
very  related  to  what  a  CFO  should  be  doing,  working  with  the 
budget,  working  with  hiring  and  training  of  financial  manager 
staffs. 

Do  I  think  that  the  CFO  ought  to  be  engaging  in  all  personnel 
matters?  Absolutely  not.  I  think  it  is  a  distraction;  I  don't  think  it 
is  necessary. 
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When  you  start  talking  about  leverage,  I  think  we  have  to  sepa- 
rate the  discussion  of  responsibility  from  authority,  because  if  you 
carry  that  logic  to  its  natural  end,  one  could  argue  that  the  Sec- 
retary ought  to  be  the  CFO  because  he  has  the  ultimate  leverage, 
and  I  think  what  is  really  important  and  I  think  what  was  in- 
tended by  the  CFO  Act  is  that  the  CFO  have  direct  access  to  the 
head  of  the  agency  so  that  between  the  two  of  them,  they  could 
exert  the  necessary  authority — that  the  CFO  could  exude  the  kind 
of  influence  that  we  all  hoped  the  CFO  would.  But  I  do  believe  that 
that  dedicated  focus  is  needed. 

Mr.  Spratt.  We  have  also  discussed  in  prior  hearings  the  nature 
of  systems.  You  were  talking  about  computer  software  and  com- 
puter systems;  we  are  also  talking  about  the  design  of  different  ac- 
counting systems,  so  they  are  not  rigid,  but  can  be  bent  to  other 
purposes  tnan  just  keeping  a  static  account,  a  still  snapshot  of  as- 
sets and  liabilities.  We  want  something  so  we  can  do  performance 
evaluation,  program  cost-effectiveness  and  variance  analysis, 
things  of  this  nature. 

Who  is  responsible  for  systems  design  in  the  Treasury  Depart- 
ment? Are  they  going  out  of  the  Treasury  Department  to  get  this 
done?  Are  they  doing  it  internally,  and  if  they  are  doing  it  inter- 
nally, has  this  limited  their  effectiveness  in  getting  the  design  ac- 
complished? 

Mr.  HOLLOWAY.  I  think  the  Treasury  Department  would  be  best 
able  to  answer  that  question.  Our  review  was  very  preliminary.  It 
is  our  hope — and  we  plan  to  do  a  more  detailed  review  of  the  De- 
partment of  Treasury  as  a  follow-on  even  to  this  hearing  to  be  able 
to  better  answer  that  question;  as  I  think  Mr.  Murphy  alluded,  we 
are  working  with  Treasury,  in  particular,  in  looking  at  the  possi- 
bilities of  doing  a  consolidated  financial  statement  across  govern- 
ment. So  we  are  slowly  starting  to  get  familiar  with  how  their  oper- 
ation is  composed  and  how  they  make  those  kinds  of  decisions. 

I  would  presume  that  both  Mr.  Murphy  and  Mr.  Munoz  would 
be  involved  in  any  kind  of  systems-type  development,  and  certainly 
I  think  that  is  what  the  spirit  of  the  CFO  Act  calls  for;  but  actually 
how  they  are  doing  it — I  don't  know  if  Mr.  Engel  has  any  insight — 
maybe  he  could  expand  on  that. 

Mr.  Spratt.  Mr.  Engel. 

Mr.  Engel.  Mr.  Chairman,  within  Treasury  itself,  they  have  a 
committee  that  has  been  set  up  to  look  at — for  all  of  their  bu- 
reaus— integrating  their  systems,  trying  to  come  down  to  core  fi- 
nancial accounting  systems  that  would  be  standardized.  They  are 
also  looking  at  subsystems  like  revenue,  procurement,  and  others 
that  would  be  standardized  so  that  the  bureau  would  be  working 
under  a  consistent  type  of  system,  one  that  had  been  tested.  Typi- 
cally they  are  going  off  shelf,  and  they  are  trying  to  make  it  so  that 
they  can  better  manage  and  have  consistency  between  the  bureaus 
so  from  at  least  the  Treasury  standpoint,  when  they  consolidate  all 
of  their  12  bureaus  together,  it  makes  it  much  more  efficient. 

Mr.  Spratt.  You  also  mentioned  the  adequacy  of  skills  and  abili- 
ties below  the  CFO  level  once  you  get  down  into  the 

Mr.  HoLLOWAY.  We  call  it  the  trenches. 

Mr.  Spratt  [continuing].  The  trenches.  Is  Treasury  devoting  the 
resources  it  needs  to  devote  to  expand  the  abilities,  the  skills  to 
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train  the  people  that  actually  make  the  data  entries  and  utilize 
this  system? 

Mr.  HoLLOWAY.  I  think  it  is  our  sense  that  Treasury,  like  many 
Government  agencies,  is  faced  with  the  same  fundamental  problem, 
where  they  are  trying  to  alter  the  mix  of  people  and  to  build  the 
kinds  of  competencies  at  those  levels  to  do  this  kind  of  work  and 
the  analysis  work  that  is  going  to  be  necessary.  I  think  certainly 
we  have  seen  a  commitment  to  training  at  IRS,  at  Customs,  at 
Treasury — even  a  commitment  to  trying  to  change  the  mix  of  peo- 
ple because  I  think  they  all  recognize  that  there  is  a  need. 

I  think  the  recent  addition  of  Ms.  Vincette  Goerl  at  Customs  is 
a  clear  indication  of  recognizing  that  need  by  bringing  her  into 
Customs,  they  have  someone  with  the  background  and  experience 
that  is  needed.  But  in  terms  of  the  trenches,  as  I  like  to  refer  to 
it,  there  is  a  lot  more  that  needs  to  be  done.  I  think  efforts  are 
being  made,  and  again  I  would  give  way  to  Mr.  Engel  to  expand 
on  it,  but  I  think  they  are  serious  about  it.  I  don't  think  there  is 
any  question  that  Mr.  Munoz  and  Mr.  Verburg  recognize  the  need 
and  the  urgency  of  it,  but  the  issue  becomes— like  most  things  in 
government — funding.  I  go  back  to  the  old  adage  that  you  can  tell 
what  matters  by  where  people  spend  their  money,  and  that  is  the 
best  indicator  in  my  judgment. 

Mr.  Engel.  Mr.  Chairman,  basically  Treasury  right  now  has  two 
primary  focuses  to  try  to  make  sure  that  their  personnel  are  prop- 
erly trained.  One  thing  they  are  doing  is  developing  curriculum  and 
training  requirements  for  all  of  their  financial  management  staff. 
At  the  same  time,  they  are  also  trying  to  develop  an  honors  pro- 
gram, it  is  called,  whereby  they  are  going  to  have  the  people  that 
are  higher,  management- type  personnel  in  financial  management 
that  would  be  the  ones  that  possibly,  down  the  road,  would  be 
CFO's,  deputy  CFO's,  or  assistants  to  them.  They  would  go  through 
a  training  program  and  an  experience  level  where  they  will  actu- 
ally work  out  within  the  bureaus.  So  they  are  working  toward  that. 
They  recognize  that  they  do  have  to  get  more  of  tneir  financial 
management  staff  trained,  but  they  have  got  some  programs  that 
seem  to  be  going  in  the  right  direction,  and  they  are  moving  out 
on  those. 

Mr.  Spratt.  Well,  Mr.  Holloway  mentioned  some  question  about 
the  adequacy  of  the  skills  and  training  level  right  now;  and  it 
struck  me  because  one  would  think  that  if  in  any  department  we 
could  find  the  skills,  the  accountants,  the  financial  types  who  could 
adapt  to  this  sort  of  new  accounting  system,  surely  Treasury  would 
be  the  place  to  find  it;  it  would  tend  to  attract  those  types. 

Mr.  Holloway.  We  would  hope  so. 

Mr.  Spratt.  Well,  this  is  a  test  case  because  if  you  can't  find 
those  skills  in  Treasury,  I  don't  think  you  will  find  them  in  the  Ag- 
riculture Department,  and  it  says  something  about  just  how  much 
we  need  to  devote  to  internal  training  if  that  is  the  situation. 

Mr.  Holloway.  I  think  that  is  essential,  Chairman  Spratt.  One 
thing  I  might  do  is  give  way  to  Mr.  Malenich  to  talk  briefly  about 
what  we  found  in  looking  at  the  key  financial  managers  in  the  var- 
ious bureaus  in  terms  of  what  was  the  breadth  and  level  of  experi- 
ences that  we  found,  just  to  add  some  information, 

Mr.  Malenich.  Thank  you. 
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In  doing  our  preliminary  review,  we  looked  at  the  financial  man- 
agement experience  and  education  levels  of  the  CFO's  that  are  in 
place  at  the  Department — and  the  bureau  level.  These  individuals 
had  a  widen  range  of  government  experience,  although  we  did  not 
see  in  several  instances  the  extensive  financial  management  expe- 
rience that  is  called  for  in  the  act,  and  I  think  that  is  one  area  that 
could  be  focused  on. 

Mr.  HoLLOWAY.  I  think  all  of  that  feeds  to  the  very  point  that 
you  make,  and  I  think  what  Treasury  is  trying  to  address  is  a  need 
to  build  up  that  capacity.  And  because  of  some  of  the  downsizing 
and  other  things  that  are  occurring  in  government,  it  is  not  like  in 
the  more  prosperous  days  of  government,  where  you  could  just  go 
out  and  hire  the  capacity;  you  have  to  try  to  build  it,  and  building 
it  takes  a  lot  longer  than  buying  it. 

Mr.  Spratt.  Is  there  a  people  shortage  when  it  comes  to  audit- 
ing, when  it  comes  to  data  entry,  when  it  comes  to  getting  the 
books  done  right?  Are  they  short  of  people  necessary  to  do  the  job? 

Mr.  HoLLOWAY.  That  is  a  tough  one.  Again,  I  would  have  to  defer 
to  the  Department  itself,  because  our  review  was  of  such  a  prelimi- 
nary nature,  to  make  that  judgment  would  require  a  little  more 
thorough  review.  I  think  that  it  is  a  bigger  question  than  just  a 
people  shortage.  It  is  a  question  of  whether  we  are  using  the  best 
technology,  are  they  doing  things  in  the  most  efficient  manner;  and 
I  think  only  after  those  kinds  of  reviews  could  you  make  a  judg- 
ment as  to  whether  or  not  they  needed  people. 

Mr.  Spratt.  One  of  the  questions  I  asked  the  previous  panel  was 
basically,  in  terms  we  could  all  understand,  what  is  the  problem  at 
the  Internal  Revenue  Service  and  what  is  the  problem  with  the 
Customs  Service,  just  to  sum  it  up? 

Now,  we  have  already  taken  your  testimony  on  that.  What  I 
would  like  to  know  is,  does  Treasury  have  the  insight  into  what 
needs  to  be  done  at  the  Internal  Revenue  Service  and  the  Customs 
Service,  or  are  they  just  leaning  on  them  from  the  outside,  cajoling 
them,  exhorting  them  to  get  the  job  done?  Do  they  know  them- 
selves what  needs  to  be  done  inside  the  agency  or  are  these  largely 
independent,  autonomous  agencies  that  are  laws  unto  themselves? 

Mr.  HOLLOWAY.  I  think  it  is  a  little  bit  of  all  of  the  above.  All 
I  could  do  is  speculate  as  to  how  familiar  Treasury  officials  are 
with  the  problems  in  the  underlying  bureaus.  I  would  certainly  tell 
you  that  we  briefed  Mr.  Munoz  directly;  we  certainly  briefed  all  of 
the  officials  in  their  respective  bureaus  about  the  concerns  and 
problems  that  we  found. 

I  guess  fundamentally  I  would  put  the  problems  in  two  places. 
One  is  basic  systems  design  and  that  the  basic  systems  that  are 
being  pulled  on  to  provide  the  information,  when  they  were  de- 
signed, were  not  designed  with  financial  reporting  in  mind;  and 
when  you  add  to  that  my  typewriter  analogy  about  their  inflexibil- 
ity, it  is  difficult  to  go  into  those  systems  and  manipulate  data  in 
such  a  way,  to  produce  the  kind  of  information  that  is  being  asked 
for.  That  is  a  fundamental  problem. 

I  think  the  second  problem  goes  to  the  training  question  and  to 
instilling  the  discipline  and  the  priority  that  I  think  the  CFO  Act 
has  brought  about  across  the  organization — and  I  think  that  is  still 
an  evolving  process — to  ensure  that  everyone  recognizes  the  seri- 
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ousness  and  the  importance  of  these  financial  matters  and  the  need 
to  get  them  corrected. 

Secretary  Bentsen  was  alluded  to  a  couple  of  times  earlier,  I 
think  he  has  clearly  made  it  known  that  it  is  a  high  priority  to 
him,  and  I  think  you  are  seeing  that  reflected  in  the  agency  heads; 
and  I  can  especially  speak  for  Commissioners  Weise  and  Richard- 
son, whom  we  met  with  on  several  occasions. 

Mr.  Spratt.  Thank  you  very  much.  Let  me  now  ask  you  to  an- 
swer any  questions  Mr.  Cox  has. 

Mr.  Cox.  Thank  you  very  much.  It  is  a  pleasure  to  see  Mr. 
Holloway  again  and  to  see  the  rest  of  the  panel  in  connection  with 
your  work  on  the  Treasury  audits.  I  would  like  just  to  keep  this 
line  of  inquiry  open  for  a  moment  and  talk  about  structural  is- 
sues— about  the  CFO  and  his  or  her  qualifications,  and  how  that 
job  ought  to  work. 

I  have  been  reading  through  the  statute  again  to  find  any  sup- 
port whatsoever  for  the  notion  that  the  CFO  is  a  job  whose  func- 
tions ought  to  be  mixed  together  with  some  other  job  or  jobs.  That 
doesn't  seem  at  all  to  me  to  be  the  tenor  of  the  act;  and  leaving 
the  law  aside  for  a  moment,  it  also  doesn't  seem  to  be  a  sound 
management  approach,  because  the  job — as  we  have  heard  from 
witness  after  witness  after  witness — ^is  huge,  so  big  it  takes  so 
many  people  and  so  many  years  that  we  can't  accomplish  it  as 
quickly  as  we  would  like,  certainly  not  within  the  time  that  the  law 
provided.  And  I  wonder — I  heard  in  testimony  that  the  CFO  at 
Treasury  reports  to  Mr,  Altman  as  well  as  to  Mr.  Bentsen.  How 
does  that  work?  Do  you  know? 

Mr.  Holloway.  I  think  that  is  consistent  with  the  spirit  of  the 
Act  because  I  think  the  Secretary  and  the  Deputy  Secretary  work 
pretty  close  together,  and  I  think  to  report  to  one  is  to  report  to 
the  other.  I  think  you  saw  a  similar  thing  at  Commerce  where  Mr. 
Bloom  reported  to  Mr.  Barrone  directly,  but  I  think  that  is  viewed 
as  one  and  the  same.  I  think  the  presumption  is  that  the  Deputy, 
for  the  most  part,  on  a  day-to-day  basis  is  managing  day-to-day  op- 
erations, so  that  relationship  I  think  is  certainly  appropriate. 

You  weren't  able  to  hear  my  opening  statement,  but  I  agree  with 
you  on  the  need  for  the  singular  focus  to  address  the  financial  man- 
agement issues,  and  I  think  that  to  me  the  issue  that  Mr.  Munoz 
raises,  which  is  a  valid  one,  is  that  there  is  an  equal  need  to  ensure 
that  Mr.  Munoz  and  other  CFO's  like  him  have  that  necessary  au- 
thority in  the  government  culture. 

I  think  sometimes  authority  is  viewed  based  on  your  span  of  con- 
trol as  opposed  to  the  way  I  think  the  CFO  Act  intended,  which 
was  by  having  that  direct  relationship  with  the  head  of  the  agency, 
which  I  think  influence  then  could  be  exerted  to  allow  the  CFO  to 
influence  the  things  that  the  act  hoped  he  would. 

Mr,  Cox.  Did  you  or  anybody  on  the  panel  have  any  opportunity 
to  observe  the  way  the  reporting  relationship  worked  with  the  CFO 
within  Treasury  in  connection  with  other  functions  of  the  Assistant 
Secretary? 

Mr.  Holloway.  Could  you  clarify  that  a  little  bit? 

Mr.  Cox.  The  non-CFO  functions  that  Mr.  Munoz 

Mr.  Holloway.  We  weren't  able  to  study  how  correct  the  75  per- 
cent was  however,  in  that,  I  trust  the  integrity  of  Mr.  Munoz.  I 
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would  trust  that  his  75  percent  estimate  was  representative  of  his 
time  spent,  but  we  couldn't  speak  to  anything  beyond  that. 

Mr.  Cox.  Mr.  Munoz  was  good  enough,  or  somebody  who  pre- 
pared the  materials  that  got  sent  up  to  the  Hill  was  good  enough 
to  provide  some  information  on  his  own  background;  and  I  think 
you  properly  in  your  testimony  pointed  out  that  he  is  an  able  indi- 
vidual, trained  extensively  by  way  of  educational  background  in  the 
law  and  government  at  Harvard  University,  practiced  law  in  a 
small  firm,  and  along  the  way  acquired  a  CrA  credential.  I  think 
I  would  like  Mr.  Munoz  to  be  in  charge  of  a  lot  of  things  in  my  gov- 
ernment, but  I  wonder,  reading  the  statute,  whether  he  is  the  kind 
of  person  I  would  draft  for  this  position. 

The  statute  says  that  we  want  someone  who  possesses  extensive 
practical  experience  in  financial  management  in  either  a  large  gov- 
ernment entity  or  a  large  business  entity.  I  think  there  are  good 
reasons  for  that.  If  you  hired  Kom  Ferry  to  go  out  and  do  a  search 
for  a  CFO,  they  would  probably  find  someone  who  had  been  a  CFO 
somewhere  else. 

I  didn't  put  these  questions  to  Mr.  Munoz,  and  I  don't  think  it 
is  fair.  It  is  certainly  the  case  that  he  is  doing  to  pursue  this  much 
further  in  his  absence.  The  job,  and  hence  already  has  acquired 
some  practical  experience.  But  I  wonder  whether  we  are  getting 
the  leadership  we  need  when  we  don't  tap  the  ranks  of  those  per- 
haps few  in  the  country  who  know  how  to  take  a  trillion-dollar  or- 
ganization and  make  it  run  according  to  modem  financial  manage- 
ment techniques. 

I  remember  when  I  was  in  business  school  learning  about  Harold 
Geneen  at  IT&T.  Accountants,  for  a  while,  were  always  the  leading 
candidates  for  CEO's  of  companies  because  that  expertise  was 
thought  to  be  so  useful.  Where  are  these  people  and  how  come  we 
are  not  drafting  them  into  government? 

Mr.  HoLLOWAY.  I  wouldn't  sell  Mr.  Munoz's  background  too 
short.  I  think  he  has  a  more  extensive  background  in 
management 

Mr.  Cox.  Perhaps  he  does;  it  just  wasn't  evident  on  what  was 
sent  up  here.  I  didn't  put  it  to  him  directly,  and  perhaps  that  would 
have  been  better,  but  neither  do  I  really  want  to  make  an  issue  of 
that.  As  I  say,  I  think  he  is  an  able  person,  and  I  am  delighted  he 
is  there. 

Mr.  Hollo  WAY.  I  guess  the  analogy  I  would  give  you,  though — 
and  it  is  one  of  my  favorite  ones,  having  lived  15  years  in  Okla- 
homa; and  in  Oklahoma,  back  in  the  days  I  was  there,  Oklahoma 
football  was  religion,  and  they  had  a  coach  then  named  Barn^ 
Switzer  who  is  now  the  Dallas  Cowboys  coach — Mr.  Green  isnt 
here,  he  would  appreciate  that.  He  was  interviewed  one  day,  and 
they  talked  about  how  was  it  he  was  always  able  to  consistently 
have  winning  teams.  His  response  was  that,  you  know,  a  lot  of 
times  when  people  go  out  and  recruit  kids,  if  they  want  a  quarter- 
back, they  go  find  a  kid  that  has  thrown  the  ball  7,000  yards  and 
has  clearly  demonstrated  that  skill  level,  or  if  they  want  a  running 
back  they  go  find  a  kid  who  has  run  5,000  or  6,000  yards  in  high 
school.  His  response  was,  what  I  look  for  is  a  good  athletic  because 
a  good  athlete  can  play  any  position,  whereas  a  quarterback  can 
only  play  quarterback,  a  running  back  can  only  play  running  back. 
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Now,  the  significance  of  that  is  that  I  think  there  is  a  certain 
amount  of  skill  level  that  has  to  be  present,  but  I  think  probably 
the  most  crucial  skill,  and  I  would  go  back  to  something  Mr. 
Barrone  said  2  weeks  ago,  is  the  ability  to  be  adaptive,  and  the 
ability  to  adjust  to  change  and  manage  change. 

Clearly,  Mr.  Munoz  has  the  technical  background  necessary  to 
manage  the  kinds  of  things  that  the  CFO  Act  had  hoped  would  be 
managed.  He  has  that  good  athletic  skill  to  show  the  adaptability 
to  meet  the  needs;  but  I  think  that  the  key  thing  is — the  one  thing 
that  you  touched  on  earlier — is  the  need  to  ensure  that  there  is 
that  dedicated  focus,  and  I  think  that  is  just  so  crucial  because  of 
the  size  and  the  magnitude  of  the  problems  that  are  out  there. 

Mr.  Cox.  Well,  I  certainly  accept  your  analogy  to  sports,  and  I 
think  it  is  important  that  we  get  good  athletes;  that  is  to  say,  we 
go  for  the  person  first  and  then  for  any  narrow  technical  expertise 
second.  On  the  other  hand,  we  have  the  Michael  Jordan  example; 
some  demonstration  of  expertise  in  a  particular  line  of  work  is  use- 
ful. 

Mr.  HoLLOWAY.  Absolutely. 

Mr.  Cox.  What  I  think  we  need  to  do  as  a  subcommittee  and  as 
a  Congress  is  see  to  it  that  we  have  the  management  to  force  the 
result.  The  best  way  to  do  that,  it  seems  to  me,  is  to  find  people 
who  have  done  it  before  and  can  get  it  done  for  us  again. 

Perhaps  no  one  has  such  experience  and  background  that  they 
can  say  that  they  meet  the  statutory  requirement  of  extensive  prac- 
tical experience  with  a  government  entity  as  large  as  Treasury.  But 
still,  finding  someone  who  has  CFO  experience  with  a  $1  billion  en- 
tity might  be  possible.  I  would  be  nervous  if  I  were  a  director  of 
a  public  company  that  hired  someone  who  had  never  been  a  finan- 
cial officer  for  any  organization,  who  was  not  previously  a  CFO 
anywhere,  and  put  that  person  in  as  CFO  of  my  comopany  and  I 
wonder  whether  we  shouldn't,  as  a  Congress,  pay  greater  attention 
to  that  in  the  future. 

I  think  always  because  of  the  political  nature  of  this — there  have 
to  be  confirmation  hearings  and  so  on — people  want  to  pay  def- 
erence to  the  President's  choices  and  the  Secretary's  choices.  And 
we  do  have  plenty  of  evidence  that  we  are  talking  about  solid  peo- 
ple there,  no  matter  what  else.  It  is  not  difficult  to  understand  how 
things  are  the  way  they  are;  I  simply  don't  like  the  results.  I  appre- 
ciate your  commenting  on  that. 

I  will  just  ask  one  other  question  to  try  and  extrapolate  some 
learning  from  the  hearing  we  had  before  and  from  your  work  as 
auditors.  How  much  can  we  expect  to  accomplish  if  training  is  the 
key  to  our  policy?  That  is  to  say,  if  instead  of  recruiting  new  full- 
time  accounting  experts  in-house  or  hiring  outside  accounting 
firms,  we  try  to  train  people  we  have  already  got,  how  much  can 
we  expect  to  do  how  fast? 

My  sense,  and  I  will  just  disclose  my  bias  in  asking  that  ques- 
tion, is  that  training  takes  longer.  If  you  don't  have  the  expertise 
up  front,  you  lose  time. 

Mr.  HoLLOWAY.  My  best  example  of  that  would  be  GAO  itself 
and  our  AIM  division.  I  think  the  right  answer  is  a  mix  of  both, 
and  I  think  that  a  right  mix  of  both  can  achieve  the  best  results 
in  the  shortest  amount  of  time.  I  think  it  helps  to  have  that  institu- 
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tional  knowledge,  I  think  it  helps  to  then  be  able  to  bring  in  and 
blend  with  that  institutional  knowledge,  the  technical  expertise  to 
do  the  kinds  of  things  that  you  need  to  have. 

So  I  think  the  CFO  Act  is  crucial  because  it  brings  in  what  I 
think  is  the  most  key  ingredient,  which  is  the  leadership,  because 
absent  the  leadership,  the  rest  of  it  doesn't  really  even  matter,  and 
I  think  you  have  got  to  have  the  leadership  that  is  guiding  it  in 
the  right  direction  and  leading  it  in  the  way  it  should  go.  As  it  re- 
lates to  building  the  capacity  beneath  that  leadership,  I  think  it  be- 
comes a  question  of  making  sure  that  the  leadership,  early  on, 
identifies  where  their  strengths  and  weaknesses  are,  pares  that 
down,  and  gets  focused  in  deploying  the  resources. 

When  we  started  to  take  on  these  major  audits,  we  were  a  very 
different  division  in  our  Accounting  and  Information  Management 
Division,  and  we  set  out  basically  on  a  2-year  mission  to  transform 
that  Division  through  a  lot  of  training.  We  developed  a  methodol- 
ogy, we  created  a  lot  of  internal  courses,  and  we  did  a  lot  of  things. 
We  also  brought  in  a  mix  of  talent — as  a  matter  of  fact,  the  three 
gentlemen  at  the  table  with  me  were  all  brought  in  from  the  out- 
side during  that  period  of  time — and  that  was  to  blend  them  with 
the  many  people  that  we  were  bringing  through  the  ranks,  or  that 
I  referred  to  as  the  trenches;  and  I  think  it  created  a  mix  that 
worked,  because  you  had  people  that  knew  the  process  along  with 
people  that  had  that  technical  expertise. 

Ajid  hopefully  we  will  be  able  to  effect  that  in  the  government, 
and  by  attacking  it  at  both  ends  and  playing  in  the  context  of  an 
austere  government,  I  think  it  is  the  best  you  can  hope  for  and  the 
best  recipe. 

Mr.  Cox.  Well,  I  thank  you.  I  will  yield  for  other  members'  ques- 
tions. 

Mr.  Spratt.  Mr.  Horn. 

Mr.  Horn.  Thank  you  very  much,  Mr.  Chairman.  It  is  always 
good  to  see  Mr.  Holloway  here.  There  are  few  witnesses  as  eloquent 
and  as  effective  as  the  gentleman  from  the  General  Accounting  Of- 
fice. 

Let  me  ask  you  about  the  GAO  process.  Remind  me,  when  you 
do  an  audit  report  in  the  sense  of  a  management  audit  of  particu- 
lar agency  functions,  do  you  require  the  executive  branch,  or  did 
we  authorize  you  to  have  them  report  on,  say,  a  30-day  or  6-month 
and  1-year  period  as  the  degree  to  which  they  have  carried  out 
your  recommendations? 

Mr.  Holloway.  I  believe — and  I  forget  which  code  it  is;  I  want 
to  say  it  is  U.S.  31,  but  there  is  something  that  requires  that  they 
have  to  respond  to  our  recommendations  as  to  what  actions  they 
are  going  to  take  within  60  days  of  the  issuance  of  the  report.  They 
have  to,  I  believe,  respond  in  writing  as  to  what  actions  they  are 
going  to  take. 

Mr.  Horn.  OK.  What  happens  after  that?  Do  you  ever  know  if 
they  undertake  the  actions? 

Mr.  Holloway.  That  is  the  beauty  of  annual,  recurring  audits — 
that  it  allows  you  to  go  in  and  make  that  kind  of  assessment.  We 
have  a  process  internally  within  GAO  that  attempts  to  follow  up 
on  those  recommendations  to  see  what  progress  has  been  made. 
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If  you  have  the  IRS  and  Customs  reports  we  recently  issued  in 
June,  vou  will  see  an  appendix  to  that  report  that  we  identified  in 
the  table  what  the  status  summarily  of  each  of  the  recommenda- 
tions was  as  to  whether  something  had  been  done;  nothing  had 
been  done  or  something  was  in  progress. 

Mr.  Horn.  How  long  does  that  go  on,  just  with  the  annual  re- 
ports? 

Mr.  HOLLOWAY.  The  review  of  how  many  of  the  recommendations 
have  been  implemented  from  a  GAO  perspective  is  an  ongoing 
process,  until  they  are  closed  out  or  otherwise  resolved. 

Mr.  Horn.  Do  you  really  have  the  resources  yourself  to  do  an- 
nual reports  once  you  start  in  on  an  agency,  or  do  you  just  have 
to  skip  them  for  a  while? 

Mr.  HoLLOWAY.  I  think  our  experience  has  been  that  the  tough- 
est part  of  doing  an  audit,  a  financial  statement  audit  is  the  first 
year.  What  we  found  at  IRS  and  Customs,  the  time  it  took  us  to 
do  the  audit  in  the  second  year  was  less  than  half  of  what  it  took 
us  to  do  the  first-year  audit,  and  a  lot  of  that  is  just  getting  famil- 
iar with  the  agency  and  trying  to  pull  together  all  the  information, 
understand  all  the  processes;  and  my  suspicion  is  that — that  is  con- 
sistent with  my  private  sector  experience,  because  I  was  in  public 
accounting  also,  recurring  audits  tend  to  be  more  efficient  and  easi- 
er to  do. 

Mr.  Horn.  If  they  have  the  same  team,  it  certainly  helps. 

Mr.  HoLLOWAY.  Even  without  the  same  team,  because  you  have 
the  benefit  of  work  papers  that  document  what  you  did. 

The  IG  alluded  earlier  about  the  work  that  they  had  done  with 
us  on  the  Customs  audit  and  how  the  work  that  we  had  done  has 
been  of  great  assistance  to  them  in  moving  out  and  trying  to  do  the 
1994  audit,  because  it  set  for  them  a  baseline  to  start  with  where 
they  didn't  have  to  recreate  the  wheel. 

Mr.  Horn.  Mr.  Engel,  did  you  have  a  comment? 

Mr.  Engel.  No. 

Mr.  Horn.  Let  me  ask  about  the  CFO's  and  how  they  operate 
within  departments.  GAO  has  had  a  lot  of  experience  with  this. 

To  what  degree  are  the  Chief  Financial  Officers  part  of  the  inter- 
nal cabinet  of  the  chief  executive  of  the  Department,  in  this  case, 
the  Secretary  of  the  Treasury,  in  others  cases,  the  Attorney  Gen- 
eral? Are  these  people  being  made  parts  of  the  executive  group  that 
sits  down  with  the  Secretary  or  the  Deputy  Secretary  on  a  weekly 
basis  and  really  looks  at  where  that  department  is  going? 

Mr.  HoLLOWAY.  I  alluded  to  it  a  little  earlier  I  think  on  Con- 
gressman Cox's  question,  at  least  at  Commerce  and  Treasury, 
which  are  the  two  we  recently  looked  at,  both  of  them  have  direct 
line  reporting  relationships  with  the  Deputy  Secretary,  and  they 
are  a  routine  part  of  management. 

Mr.  Horn.  Well,  a  reporting  relationship  does  not  necessarilv 
solve  the  problem.  Are  they  involved  in  the  group  process  when  all 
of  the  principal  executives  of  these  departments  meet?  Is  the  chief 
financial  function  sitting  at  the  table  when  all  these  other  policies 
are  being  discussed?  Because  I  can  assure  you  there  is  going  to  be 
a  relationship  there  at  some  point  in  time. 

Mr.  HOLLOWAY.  I  don't  know  that  we  attempted  to  study  that  per 
se,  but  at  least  in  my  conversations  with  Mr.   Bloom  and  Mr, 
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Munoz,  that  certainly  seemed  to  be  the  case — ^that  they  were  cer- 
tainly engaged  in  the  senior-level  discussions  of  Department  issues. 

Mr.  Horn.  Well,  I  wonder  if  either  the  subcommittee  staff  or 
GAO  could  find  to  what  degree  are  the  CFO's  part  of  the  internal 
management  group — whatever^  that  is  called — among  the  various 
cabinet  departments  or  other  principal  independent  agencies?  The 
role  of  the  Deputy  Director  of  0MB  for  management,  I  have  raised 
on  a  number  of  occasions.  To  what  degree  do  you  feel  there  has 
been  involvement  of  that  office  when  0MB  relates  to  the  agencies 
to  carry  out  the  CFO  Act?  Have  you  seen  any  involvement? 

Mr.  HoLLOWAY.  I  think  one  of  the  difficulties  is  that  it  has  been 
vacant,  and  that  is  probably  the  greatest  challenge. 

Mr.  Horn.  That  is  right. 

Mr.  HoLLOWAY.  With  the  advent  of  Mr.  Koskinen,  we  are  real 
hopeful  that  you  are  going  to  see  a  very  involved  deputy  over  there 
in  that  capacity. 

Mr.  Horn.  Was  his  predecessor  involved  in  this  area? 

Mr.  Holloway.  For  the  short  period  of  time  that  he  was  there, 
yes. 

Mr.  Horn.  Well,  he  was  there,  what,  1  year,  IVa  years? 

Mr.  Holloway.  I  don't  recall  the  actual  amount  of  time.  I  think 
it  was  a  little  bit  less  than  that. 

Mr.  Horn.  But  do  you  feel  he  was  involved  in  the  CFO  policy  for- 
mulation as  far  as  0MB  is  concerned? 

Mr.  Holloway.  It  was  my  estimation  that  Mr.  Lader,  as  the 
predecessor,  certainly  engaged  in  it.  I  know  we  had  several  inter- 
faces with  him  in  his  efforts  to  function  in  that  capacity. 

Mr.  Horn.  OK.  Let  me  ask  you  another  question. 

There  appears  to  be  a  close  interrelationship  and  maybe  some 
overlap  with  the  requirements  of  the  Chief  Financial  Officer  Act, 
the  Federal  Managers  Financial  Integrity  Act  and  the  Government 
Performance  and  Results  Act.  Do  you  see  this  as  an  area  where 
some  statutory  revisions  may  be  needed  and  possible  integration  of 
these  acts?  What  is  your  reaction  to  that? 

Mr.  Holloway.  I  would  strongly  support  streamlined  reporting. 
I  think  clearly  the  CFO  Act,  in  my  judgment,  is  the  centerpiece 
that  ties  all  of  that  together.  The  CFO  Act  actually  requires  per- 
formance measurement  reporting,  and  a  byproduct  of  the  internal 
control  reports  and  the  compliance  with  laws  and  regulation  re- 
ports that  are  required  under  generally  accepted  governmental  au- 
diting standards,  are  that  essentially  you  look  at  the  basic  thrust 
of  FMFIA.  I  think  it  only  makes  sense,  and  GAO  certainly  supports 
the  notion,  I  would  hope  the  government  as  a  whole  would  keep 
those  reports  on  a  similar  track,  because  in  my  judgment,  if  the 
CFO  Act  is  really  successful  and  H.R.  3400  or  S.  2170  gets  enacted, 
I  think  that  will  be  a  very  key  piece,  because  to  me  GPRA  just  am- 
plifies what  the  CFO  Act  called  for. 

Mr.  Horn.  The  Financial  Management  Service — and  perhaps  I 
should  have  glsked  it  of  the  Assistant  Secretary  that  is  responsible 
for  that,  but  as  I  understand,  it  was  created  many  years  before  the 
Chief  Financial  Officer  Act,  and  it  was  created  to  perform  several 
functions  which  the  CFO  Act  now  grants  to  0MB. 

How  relevant  is  the  role  of  the  Financial  Management  Service  in 
terms  of  the  enactment  of  the  CFO  Act?  Does  it  make  sense  to 
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grant  different  responsibilities  to  the  Financial  Management  Serv- 
ice, or  does  it  make  sense  to  reduce  the  size  of  FMS,  given  the  en- 
actment of  the  CFO  Act?  What  is  your  feeling  there? 

Mr.  HOLLOWAY.  In  terms  of  question  of  size  and  that  kind  of 
thing,  I  think  it  would  require  a  lot  more  indepth  study  than  what 
we  have  done;  but  in  terms  of  the  role  that  it  is  attempting  to  play 
as  I  understood  them  to  articulate  it,  FMS  is  principally  focusing 
on  governmentwide  issues,  while  the  implementation  of  the  CFO 
Act  focuses  on  the  Department  of  Treasury  itself,  and  making  sure 
that  it  complies  with  the  CFO  Act. 

So  whether  you  were  to  structure  it  the  way  it  is  currently  struc- 
tured, I  leave  that  for  higher  minds  like  yourself  and  agency  offi- 
cials to  make  those  calls.  But  in  terms  of  there  being  a  need  for 
that  governmentwide  focus,  I  don't  think  there  is  any  question 
about  it.  One  of  the  things  the  NPR  proposed  was  an  annual  ac- 
countability statement  to  citizens;  and  the  only  way  you  could  ever 
achieve  that  was  by  having  someone  focus  on  a  governmentwide 
basis,  and  I  certainly  think  that  is  an  important  document. 

Mr.  Horn.  Well,  I  guess  I  should  just  raise  the  question,  should 
it  be  part  of  the  Office  of  Management  and  Budget  if  it  is  going 
to  focus  on  a  governmentwide  basis? 

Mr.  Hollow  AY.  Without  knowing  all  the  ups  and  downs  of  both 
sides  of  that  equation,  again,  I  would  defer  to  you  guys  as  being 
better  authorities  on  how  to  structure  the  government.  I  think  that 
a  partial  answer  would  be  that  certainly  there  is  more  than  one 
way  of  doing  it  that  could  work,  but  I  would  certainly  defer  to  the 
minds  of  Congress  and  the  executive  branch  agencies  to  make 
those  kinds  of  calls. 

Mr.  Horn.  Well,  as  you  will  recall,  statistical  standards  went 
through  this  evolution  from  the  1930's  up;  accounting  standards 
was  the  in  and  out  of  budget  from  the  1930's  up.  Statistical  stand- 
ards, I  think  at  one  point,  was  delegated  to  Commerce  to  perform 
that  cross-government  responsibility.  If  you  have  got  central  man- 
agement agencies  that  do  report  to  the  President  and  do  have  the 
clout  of  the  budget — if  they  really  ever  use  the  clout  of  the  budget, 
and  that  has  been  dubious — management  seems  to  not  quite  sit  at 
the  table  in  0MB.  It  seems  to  me  there  is  a  way  to  get  a  few  things 
accomplished,  and  the  Secretary  knows  you  are  serious. 

Mr.  HoLLOWAY.  I  think  your  argument  certainly  merits  consider- 
ation. 

Mr.  Horn.  Well,  that  is  a  tactful  answer.  Now,  as  I  look  at  this 
report  of  the  National  Performance  Review,  September  1993,  it 
says  at  the  bottom  of  page  15  under  "Clarifying  Strength  in  the  Fi- 
nancial Management  Roles  of  0MB  and  the  Treasury,  it  says  that 
in  the  past,  0MB  and  the  Department  of  the  Treasury  have  tried 
to  outline  their  working  relationships  in  a  memorandum  of  under- 
standing, MOU.  A  revision  of  that  MOU  was  initiated,  but  has  not 
been  finalized.  I  have  forgotten  the  status  of  that.  Where  are  they? 

Mr.  HoLLOWAY.  I  think  Mr.  Murphy  indicated  earher  that  I  be- 
lieve that  it  was  ready  to  be  submitted  to  Secretary  Bentsen  and 
Acting  Director  Rivlin  to  be  reviewed  and  signed. 

Mr.  Horn.  OK  So  here  is  something?  It  just  hasn't  been 

Mr.  HoLLOWAY.  There  is  a  document.  It  has  not  been  officially 
signed. 
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Mr.  Horn.  We  are  almost  to  September  1994.  This  is  printed  in 
September  1993,  so  it  has  taken  them  1  year  to  get  a  memorandum 
of  understanding,  and  it  still  hasn't  been  approved. 

Mr.  Hollow  AY.  That  would  seem  to  be  the  facts. 

Mr.  Horn.  Thank  you.  That  is  it,  Mr.  Chairman. 

Mr.  Spratt.  Thank  you,  Mr.  Horn. 

Mr.  Cox. 

Mr.  Cox.  No. 

Mr.  Spratt.  Thank  you  very  much,  Mr.  Hollo  way.  We  appreciate 
your  testimony  and  those  who  came  with  you  today  and  we  appre- 
ciate the  continuing  assistance  and  good  work  of  the  General  Ac- 
counting Office. 

Mr.  HoLLOWAY.  Thank  you  very  much. 

Mr.  Spratt.  For  the  record,  I  would  like  to  ask  that  if  there  is 
no  objection,  the  statement  of  Mr.  Green,  Gene  Green,  be  entered 
in  the  record. 

[The  prepared  statement  of  Mr.  Green  follows:! 
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Statement  of  Representative  Gene  Green 
Subcommittee  on  Commerce,  Consumer,  and  Monetary  Affairs 


Thank  you,  Mr.  Chairman.    First  of  all,  I  want  to 
applaud  the  effort  shown  by  the  Treasury  Department 
in  implementing  the  Chief  Financial  Officers  (CFO) 
Act.    While  this  hearing  will  show  that  much  work  still 
needs  to  be  done  accomplished  -   especially  with 
Customs  and  the  IRS  -  it  is  evident  that  Treasury  puts 
a  high  priority  on  this  issue. 

It  is  an  understatement  to  say  that  the  issues  and 
problems  federal  agencies  face  in  implementing  this 
Act  are  complex.    But  I  would  like  to  concentrate  on 
the  common  experiences  of  the  Treasury  Department 
and  the  Commerce  Department  and,  for  that  matter, 
the  experiences  that  other  agencies  are  probably  facing 
as  well. 
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The  GAO  has  stated  that  on  more  than  one 
occasion  its  concern  that  the  CFO's  are  burdened  with 
non-CFO  duties.    I  suspect  that  today's  witnesses  will 
argue  that  that  concern  can  be  dealt  with  without 
stripping  the  CFO's  of  strategic  responsibilities  in  their 
departments.    I  would  like  to  hear  more  discussion  on 
that. 

Also  of  concern  is  the  ability  to  train  and  staff 
qualified  employees  for  the  purposes  of  this  Act.    I 
would  like  to  hear  about  the  progress  Treasury  has 
made  in  this  respect  and  will  ask  what  are  the  major 
obstacles  to  successful  training  and  staffing. 

I  thank  the  Chairman  and  look  forward  to  hearing 
the  testimony  of  today's  witnesses. 
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Mr.  Spratt.  I  would  also  like  to  note  that  the  record  will  remain 
open  for  questions  that  we  mav  want  to  compound  to  the  witnesses. 

We  also  have,  for  the  record,  the  testimony  of  Mr.  Sheridan  who 
was  not  able  to  be  here,  and  if  there  is  no  objection,  we  will  make 
it  part  of  the  record  as  well.  He  is  the  witness  from  the  Financial 
Executives  Institute. 

[The  prepared  statement  of  Mr.  Sheridan  follows:] 


i 


153 


Testimony  of  Ted  Sheridan 

President,  Sheridan  Management  Corp. 
on  behalf  of 

FINANCIAL  EXECUTIVES  INSTITUTE 

before  the 

U.S.  House  of  Representatives 

Committee  on  Government  Operations 

Subcommittee  on  Commerce,  Consumer,  and  Monetary  Affairs 

July  13.  1994 
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Good  morning.  My  name  is  Ted  Sheridan.  I  am  president  of 
Sheridan  Management  Corporation  in  Fairfield,  Connecticut  and  a 
member  of  Financial  Executives  Institute.  Financial  Executives 
Institute  (FEI)  is  a  professional  association  of  14,000  chief 
financial  officers,  treasurers,  and  controllers  from  some  8,000 
corporations  throughout  the  United  States  and  Canada. 

Mr.  Chairman,  we  appreciate  the  opportunity  to  present  the 
views  of  FEI  before  this  Subcommittee,  and  we  are  always  willing 
to  provide  our  technical  assistance  to  you,  the  Ranking  Minority 
Member,  Congressman  Chris  Cox,  and  your  respective  staffs. 

Since  1983,  when  the  Private  Sector  Survey  on  Cost  Control 
reported  widespread  examples  of  waste,  fraud,  and  abuse  in  the 
federal  government,  FEI  has  been  committed  to  ensuring  that  these 
issues  were  systematically  addressed  by  the  Congress  and  the 
Executive  Branch.   As  an  organization  that  represents  senior 
financial  executives  in  the  private  sector,  we  vigorously  support 
measures  to  address  the  widespread  mismanagement  practices  that 
have  persisted  in  the  federal  government  for  decades.   FIE  was  a 
major  advocate  for  the  passage  of  the  Chief  Financial  Officers 
Act.   In  1990,  FEI's  Committee  on  Government  Liaison,  of  which  I 
am  a  member,  established  a  standing  Federal  Financial  Management 
Subcommittee  to  follow  the  progress  and  ensure  the  implementation 
of  the  CFO  Act  by  working  with  the  Congress  and  the 
Administration. 

In  1993,  for  the  first  time,  the  Clinton  Administration 
publicly  reported  the  status  of  the  financial  management  in  each 
of  the  23  agencies  covered  by  the  CFO  Act.   In  that  report,  the 
Office  of  Management  and  Budget  (0MB)  announced  that  only  two  of 
the  23  agencies  had  financial  records  that  were  reliable  for 
fiscal  year  1992.   After  reading  0MB' s  report,  our  Committee 
decided  to  review  a  number  of  these  audited  statements.   At  the 
request  of  this  subcommittee,  we  reviewed  the  financial 
statements  of  the  Treasury  Department's  Internal  Revenue  Service 
and  the  U.S.  Customs  Service. 

During  our  review  of  the  financial  statements  of  both 
agencies,  we  discovered  that  the  General  Accounting  Office 
(responsible  for  performing  the  financial  audits)  was  unable  to 
express  an  opinion  on  the  reliability  of  the  principle  financial 
statements  of  either  agency.   This  was  due  in  large  part  to  a 
lack  of  meaningful  internal  controls  and  financial  management 
systems  which  hampered  the  ability  both  agencies  to  report 
reliable  financial  information. 

Given  GAO's  findings  and  conclusions,  we  did  not  pursue  an 
in  depth  evaluation  of  the  agencies'  financial  statements.   We 
did,  however,  review  the  GAO  audit  reports  and  the  Treasury 
Department's  Financial  Management  Status  Report  and  5  Year  Plan 
for  FY  1993-1997.   Based  on  our  review  and  somewhat  limited 
knowledge  of  the  internal  financial  structure  of  these  two 
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agencies,  we  were  able  to  make  the  following  general 
observations. 

Need  for  Strong  Leadership 

Our  primary  concern  focuses  on  the  need  for  strong 
leadership  from  the  top  levels  of  the  two  agencies  as  well  as 
from  the  Treasury  Department  in  support  of  improved  financial 
management.   In  the  audit  report  of  the  IRS'  financial 
statements,  GAO  observed,  "that  one  of  the  significant  challenges 
facing  IRS  involves  establishing  a  financial  management  team  with 
sufficient  expertise. . .to  ensure  that  financial  systems, 
processes,  and  internal  controls  provide  the  reliable  financial 
information  needed  to  effectively  achieve  IRS'  mission." 

Even  more  telling  is  the  lack  of  leadership  and  structure  of 
the  CFO  organization  with  the  Customs  Service.   GAO  noted  that, 
"Customs  officials  stated  that  financial  management  historically 
has  held  a  lower  priority  than  what  was  viewed  as  the  more  urgent 
needs  of  its  program  operations."   As  a  result,  GAO  goes  on  to 
state,  "in  addition  to  the  lack  of  financial  management 
considerations  in  system  development,  the  personnel  assigned  to 
the  CFO  function  and  CFO  leadership  team  had  little  or  no 
experience  in  developing   the  types  of  financial  statements 
required  by  the  CFO  Act." 

This  would  simply  would  not  be  tolerated  in  the  private 
sector.  If  this  were  to  happen,  the  SEC  would  halt  trading  in  the 
company's  stock,  and  senior  management,  including  the  CFO,  would 
find  themselves  out  of  a  job.   Without  a  strong  commitment  from 
the  agencies'  leadership,  the  necessary  improvement  in  financial 
management  will  not  take  place. 

During  our  review,  we  learned  that  both  agencies  have 
created  positions  for  CFO.   We  found,  however,  that  like  the 
other  agencies  within  Treasury,  IRS  and  Customs  simply  added  the 
CFO  title  and  responsibilities  to  their  respective  Associate 
Directors  for  Administration.   It  seems  that  the  primary 
responsibilities  for  these  positions  are  largely  administrative 
and  that  the  CFO  duties  were  merely  tacked  on. 

In  light  of  the  vast  financial  management  problems  plaguing 
these  two  agencies,  we  would  recommend  that  the  position  be  re- 
evaluated so  as  to  separate  the  administrative  functions  from  the 
CFO,  so  that  the  CFO  can  concentrate  on  getting  the  agencies' 
fiscal  house  in  order.   In  addition,  we  would  also  recommend  that 
the  CFO  team  comprised  of  competent,  financially  skilled 
personnel  be  put  in  place  as  quickly  as  possible  to  support  the 
CFO  in  addressing  all  of  the  financial  management  problems. 
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Improving  Financial  Management  Systems 

Once  the  CFO  organizations  at  the  two  agencies  are  in  place, 
their  first  priority  should  be  to  assess  the  respective  financial 
management  systems  and  evaluate  their  financial  management 
information  needs. 

We  want  to  emphasize  this  point  because  both  agencies  have 
implemented  core  financial  management  systems  that  have  been 
operational  since  October,  1992,  yet  GAO  still  could  not  express 
an  opinion  on  either  of  the  agencies'  FY  1993  financial 
statements.   GAO  stated  that  many  of  the  problems  at  Customs, 
"stemmed  from  systems  that  were  not  integrated  because  of  the 
lack  of  an  effective  overall  systems  development  strategy  at  the 
time  the  systems  were  developed." 

In  evaluating  the  financial  management  needs  of  the  IRS, 
the  CFO  organization  should  separate  this  function  from  the 
agency's  broader  project  known  as  Tax  Systems  Modernization 
(TSM) .   This  is  a  multi-year,  multi-billion  dollar  project 
designed  to  replace  the  antiquated  information  system  now  used 
for  tax  collection,  enforcement  and  administration.   By  IRS'  own 
estimates,  TSM  will  not  be  fully  implemented  until  sometime  well 
past  the  year  2  000.   In  order  to  comply  with  the  CFO  Act,  the  IRS 
CFO  cannot  wait  for  this  system  to  address  its  current  financial 
systems  problems. 

We  would  recommend  that  the  two  agencies  quickly  assess  and 
evaluate  their  financial  management  needs  in  an  effort  to  achieve 
70  to  80%  of  their  objectives  within  the  next  year  or  two  in 
order  to  receive  unqualified  audit  opinions. 

Develop  Meaningful  Internal  Control  Structures 

In  their  audits,  GAO  found  the  internal  control  structure  at 
both  agencies  to  be  woefully  inadequate.   They  reported  that  IRS' 
internal  controls  for  FY  '92  and  '93,  "were  not  properly  designed 
and  implemented  to  effectively  provide  a  reasonable  basis  for 
determining  material  compliance  with  laws  governing  the  use  of 
budget  authority  and  other  relevant  laws  and  regulations..." 

GAO  also  identified  widespread  deficiencies  in  Customs' 
internal  controls  and  found  that  many  "critical  controls  were  not 
adequate  to  reasonably  ensure  that  Customs  was  fulfilling  its 
mission.   Because  of  these  problems,  GAO  noted  that  Custom's 
trade  statistics,  a  widely  monitored  economic  measure,  may  be 
unreliable. 

As  agencies  that  have  primarily  enforcement  and  revenue 
collecting  functions,  IRS  and  Customs  should  concentrate  on  those 
internal  controls  and  systems  that  focus  on  these  two  areas.   The 
CFOs  should  not  try  to  fix  all  of  the  financial  management 
problems,  but  pick  out  tasks  that  bring  in  revenue  and  improve 
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enforcement  immediately.   This  can  be  accomplished  by  isolating 
those  functions  that  can  be  compartmentalized  and  be  implemented 
independently  of  each  other.   By  applying  the  notion  of 
distributed  processing,  each  group  involved  in  these  tasks  has 
its  own  processing  center  which  keeps  data  close  to  the  source 
and  allows  them  to  work  independently  of  other  groups.   This  can 
be  done  with  off  the  self  software  and  PCs  and  should  not  be 
delayed  until  more  sophisticated  computer  systems  are  implemented 
(which  could  take  several  years) .   These  different  groups  can 
communicate  with  each  other  as  needed  through  local  area  networks 
(LANs) .   By  taking  this  approach,  each  agency  can  come  up  with 
solutions,  that  while  not  optimal,  fix  some  big  problems  now  and 
allow  them  to  seek  grander  solutions  over  time. 

Conclusion 

FEI  believes  that,  through  effective  implementation  of  the 
CFO  Act  at  the  Treasury  Department,  it  is  possible  to  improve  the 
efficiency  and  effectiveness  of  the  Department's  two  largest 
agencies,  IRS  and  Customs,  while  at  the  same  time,  saving 
taxpayer  dollars.   Accomplishing  the  agencies'  financial 
management  goals,  however,  will  require  strong  leadership  and 
substantial  resources.   And  while  there  are  many  financial 
management  problems  concerning  inadequate  controls  and  antiquated 
financial  systems,  some  progress  is  being  made  in  addressing 
those  problems.   For  instance,  the  Department  has  created  a 
departmental  CFO  Council  to  assist  in  the  development  of  its 
financial  management  policies. 

But  much  remains  to  be  done.   The  Department's  leadership 
must  understand  that,  without  their  support,  the  long  term 
financial  management  goals  set  out  in  the  Five  Year  Plan  will  not 
be  achieved.   The  rewards  of  improved  financial  management  are 
tremendous.   Implementation  of  effective  internal  controls  and 
systems,  credible  financial  statements  and  the  presence  of 
dedicated  financial  professionals  within  the  department  can 
achieve  benefits  a  hundredfold,  compared  to  their  costs. 
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Mr.  Spratt.  The  hearing  is  adjourned. 
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[Whereupon,  at  1:20  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene subject  to  the  call  of  the  chair.] 
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